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AGREEMENTS WITH THE FEDERAL REPUBLIC OF 
GERMANY 


WEDNESDAY, JUNE 17, 1953 


Unirep States SENATE, 
ComMITTEE ON Foreign RELATIONS, 
Washington, cA. G 
The committee met, pursuant to call, at 10 a. m., in room 457, Senate 
Office Building, Senator Alexander Wiley (chairman) presiding. 
Present : Senators Wiley (chairman), Smith of New Jersey, Langer, 
George, Green, Humphrey, and Mansfield. 


IDENTIFYING AGREEMENTS 


The CHatrmMan. Let us come to order, please. 

The Committee on Foreign Relations has before it today four agree- 
ments. The first is between the United States, the Federal Republic 
of Germany, and 17 other creditor countries which deal with German 
prewar debts to private creditors. 

The second agreement is between the United States and the Federal 
Republic of Germany, and it concerns American Government claims 
against Germany for postwar economic assistance. 

The third agreement between the United States and the Federal 
Republic of Germany relates to the indebtedness of Germany for 
awards made by the Mixed Claims Commission. 

The fourth and last agreement before us concerns the validation of 
German dollar bonds. 

These agreements have been under negotiation for a long period of 
time. If they are approved, a substantial step forward will be taken 
in enabling Germany to reestablish normal credit relations with the 
free world. Moreover, conclusion of these agreements will mean that 
large numbers of American holders of German dollar bonds will be able 
to realize some return on their investments. 

The committee will today hear Government witnesses in support of 
the agreements. Tomorrow, the committee will hear representatives 
of various bondholders’ groups who have asked to testify, as well as 


other representatives who have an interest in these agreements. 
LETTER FROM THE SECRETARY OF STATE 


T have before me a letter from Secretary of State John Foster Dulles, 
which I shall read into the record. 

My Dear SENATOR Witry: The agreements dealing with settlement of German 
external debts before the Senate for its advice and consent to ratification repre- 
sent another major step in the program for the restoration of normal relations 
with the Federal Republic of Germany. 
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The various agreements constitute a related group of understandings between 
Germany and its creditors which deal with the entire structure of the German 
debt. Never before has there been an effort to deal with all the debts of a major 
industrial and trading country. The agreements involved not only difficult 
financial problems but technical questions for which there were in many Cases no 
precedents. The achievement of what is, in effect, a voluntary composition 
between Germany and its creditors reflects an effort both by debtors and creditors 
to reach a fair agreement and one which there is real prospect could be carried 
out 

The United States, as Germanys principal creditor, is the principal financial 
beneticiary of the agreement. Of the total principal representing, in various cur- 
rencies, the equivalent of $1,640 million estimated to be payable on the prewar 
debts, $547 million is payable in dollars—mostly to American interests widely 
distributed throughout the United States. Under the terms of the postwar debt 
settlement, $1.2 billion out of a total of $1.63 billion is payable to the United 
States Government. The settlement terms for prewar debts were arrived at with 
the active participation and cooperation of representatives of the various Ameri- 
can creditor groups affected. The agreement has been endorsed by these groups, 
who no doubt will appear before your committee. 

By restoring normal financial relations between Germany and other countries, 
the agreements will contribute substantially to restoring the fabrie of trade and 
finance which was disrupted by the war. It will permit normal banking rela- 
tions to be resumed between Germany and other countries and the normal finane 
ing of foreign trade. It should benefit, from this viewpoint, not only Germany, 
but all of the countries of the free world. 

The ratification of these agreements is in the interest of the United States. 
The agreements can go into effect when they have been ratified by the United 
States, the German Federal Republic, the United Kingdom, and France. The 
two latter countries have already approved the general agreement and the settle- 
ment of their postwar claims. The agreements are now under consideration by 
the German Parliament, and its approval can apparently be expected very shortly. 
If early action is taken by the Senate, it will be possible for the agreements to 
enter into force very shortly and for some payments under the agreements to 
begin almost immediatels 

Sincerely yours, 
JOHN Foster DULLES. 

The first witness is James W. Riddleberger, Director, Bureau of 
German Affairs, Department of State. 

(ll right, Mr. Riddleberger, you may proceed. 


STATEMENT OF JAMES W. RIDDLEBERGER, DIRECTOR, BUREAU OF 
GERMAN AFFAIRS, DEPARTMENT OF STATE 


IDENTIFYING AGREEMENTS 


Mr. Rippievercer. There are four documents before the Senate for 
its advice and consent to ratification. 

The first is an agreement on German external debts. This agree- 
ment was sioned on behalf of the Federal Republic of Germany, and 
of the United States, and 17 other creditor countries. The agreement 
contemplates that additional creditor countries may adhere to the 
agreement. This agreement relates primarily to the settlement of 
prewar obligations, held mostly by private creditors. 

The second agreement is a bilateral agreement between the Federal 
Republic and the United States for the settlement of postwar economic 
ald. 

The third agreement is likewise a bilateral agreement between the 
Federal Republic and the United States in settlement of claims relat- 
ine to the Mixed Claims Commission awards, for the benefit of Ameri- 
ean nationals who are award holders. The agreement covers 
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obligations evidenced by bonds issued by the former German Govern- 
ment pursuant to an agreement signed with Germany on June 23, 1950. 

The fourth agreement concerns the validation of German dollar 
bonds. 

In connection with these agreements, the President submitted to the 
Senate a detailed report, giving a full analysis of these agreements 
and statistics on the debt settlement. Included in this material are 
two agreements submitted for the information of the Senate. One of 
these is an agreement in settlement of obligations arising from the 
transfer of surplus property to Germany. The other is an executive 
agreement establishing procedures for the validation of dollar bonds 
of German issue. 

I believe that several members of the committee may recall that 
we discussed this executive agreement at an earlier date, and the rea- 
son for making it in this form. 


CONSULTATION WITH FOREIGN RELATIONS COMMITTEE 


During the course of the prolonged negotiations of these agreements, 
the Department has on several occasions met with the European and 
Economic Subcommittees of this committee and reported on the course 
of the negotiations. The matter of the German debt settlement was 
also discussed with the committee a year ago, when the contractual 
agreements with Germany were under consideration. 

The problems to which these agreements are addressed had their 
origin as early as 1931, when a financial crisis of unparalleled severity 
swept across Europe and both governments and private creditors first 
entered into moratorium agreements in an effort to salvage the Ger- 
man financial situation. Later, during the Nazi regime, there were 
partial or complete defaults on a wide range of German external 
obligations. The war, of course, brought a complete cessation of pay- 
ments to the United States and to other allied countries, and the state 
of default became complete with the final German military defeat. 
The war, as we know, left Germany economically prostrate and the 
western allies found it necessary to extend substantial aid to their 
zones of occupation in order to maintain even a minimum level of 
existence. In 1948, Germany was brought into the European recovery 
program. With the assistance of ECA aid and a reform of the cur- 
rencey, the Federal Republic ot ( rermany has made remarkable progress 
toward reconstruction and this in turn has been an important factor 
in the recovery of Western Europe as a whole. 

The economic recovery of the Federal Republic and the steps which 
have been taken to restore normal political relations between the Fed- 
eral Republic and other countries have made it possible and necessary 
to deal with the problem of German debts. 


INITIATIVE IN MEETING THE PROBLEM 


In view of the substantial governmental claims against Germany— 
notably those for postwar economic aid—and the relation of the 
problem of debts to other problems of relations with Germany, it was 
essential in our opinion that the initiative for dealing with this problem 
come from the occupying powers. 
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The United States, the United Kingdom, and France undertook in 
1950 preparatory work looking forward to a settlement of claims 
against Germany. The =. al claims, including prewar debts, postwar 
aid, unpaid World War I reparations, and claims arising out of the 
Second World War were o enormous size, naturally. No effort had 
even been made to tabulate them. ‘The occupying powers decided 
that the question of giving further compensation for claims arising 
out of war, beyond what hi ad been prov ided out of the proceeds of Ger- 
man external assets and of dismantled German industrial plants, 
should be laid aside until the peace conference. 


SCOPE OF SETTLEMENT 


An effort should be made to reach a settlement of those categories 
of claims whose settlement would best serve the objective of normal- 
izing the economic and financial situation of Germany with other 
countries. This approach in general confined the scope of the settle- 
ment to the prewar debts and claims for postwar economic aid, but 
even these claims were obviously in excess of the ability of the Federal 
Republic to pay off within any reasonable period of time, taken in 
conjunction with other economic burdens. 

The three governments agreed that an equitable solution to this 
problem could only be achieved by bringing together all of the inter- 
ests concerned and seeking agreement on an ove ral] plan for the settle- 
ment of the German external debts. Thev obtained the agreement 
of the Germar Federal Republie both to their general approach to 


the problem and to the procedure which they envisaged. The ensuing 
negotiations, whi h involved the governments and private inter sts In 
about 30 eountries, required more than a year and a half to complete. 
They have now eventuated in an agreement which is incorporated in 


the documents before the committee. 

As to postwar aid agreements, the agreement with Germany in 
settleman of postwar economic assistance, I should say, Follow | the 
pattern of agreements entered into with other governments under au 
thority of the Economic Cooperation Act of 1948, as amended, for the 
repayment of assistance furnished on a loan basis 


SURPLUS PROPERTY AGREEMENT 
The agreement is in settlement of all forms of aid eiven to Germany 


followine the entry of United States fore: into Germany unt | June 
30, 1951, except oo : er property transferred to Germany. The 


agreement relating to payment for surplus property is covered in a 
separate document, submitted to the Senate for information. This 
1 ] ] ] 
was done — iuse the surp!us-property agreeme! t was executed w der 


the auth tv of the Federal P roperty an d Administrative Service Act 
of 1949 (Publi ic Law 152, 8ist Cong.). 

Pending settlement of its claim for postwar economic aid, the 
United States has maintained a priority for this claim over other 
forms of claims against Germany, except those arising out of current 
transactions since the end of hostilities. This priority, I think the 
committee may recall, had its origin in the controversy between the 
United Kingdom and the United States on the one hand and the 
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Soviet Union on the other in regard to reparations to be paid by 
Germany. 

In other words, Mr. Chairman, to make that point entirely clear, 
we certi ainly did not want to see assistance flowing into Western Ger- 
many and siphoned off i into the east, because, as the committee may well 
re all, we never succeeded in : otha ing the economic unity of Germany 
whereby there _— be complete control of exports and imports 
around the frontie 

GARIOA AGREEMENT 


United States economic assistance to Germany was first provided 
through approprations made to the Arm) to prevent the spread of clis- 
ease and unrest that would endanger the occupation forces. This was 
the so-called GARIOA program. 

After 1948, assistance to Germany was programed as part of the 
European recovery program. 


POSTWAR AID TO GERMANY 


Postwar aid to Germany was not given on a conventional loan or 
grant basis until fiscal year 1952 but as a deferred claim. ‘There were 
several reasons for this decision. ‘The Federal German Republic was 
not established until the fall of 1949. Economic recovery in Germany, 
although now spectacular, was late in getting started. 1t was not con- 
sidered feasible while economic recovery was uncertain to formulate 
specific terms of repayment of debt. 


ECA BILATERAL AGREEMENT OF 1949 


In obtaining the consent of the new Federal German Republic to 
acknowledge ifs responsibility for postwar economic aid given to 
Germany, and the priority which attached to such a claim, the United 
States agreed that the terms of settlement would be worked out as part 
of a general settlement in which German ability to pay and other 
relevant factors would be taken into account. ‘This agreement appears 

part of the ECA bilateral agreement of 1949 which was signed 
under authority ot the Economie Cooperation Act vf 1948. 

The settlement incorporated in the agreement now before the Senate 
was worked out as part of such a general settlement. The net amount 


of aid furnished the German economy through June 1951, amounted 
to slightly more than $3 billion. A breakdown of figures showing 
how this amount was derived can be submitted for the record. 


(Subsequent to the hearings the following table, referred to above, 
was received by the Committee. ) 
United States postivar aid to the Federal Republic of Germany from date of 
initial « niry of United States Forces into Germany to June 30, 1951 


[Millions of dollars] 
Gross aid: 


Pre-GARIOA (Government and relief in occupied areas) insiiadiediain 276. 2 
GARIOA : inne 6 Oe 
HCA and related aid mat ‘ Kecaatte es 1 i. ae 
Gross aid exclusive of surplus property: obligations___ 3, 351. 4 
Deductions for credits to United States, including: 5 percent counterpart 337. 4 





Net aid exclusive of surplus property: obligations . . 3, 014. 0 








6 AGREEMENTS WITH THE FEDERAL REPUBLIC OF GERMANY 


SURPLUS PROPERTY OBLIGATIONS 


OFLC (Office of Foreign Liquidation Commission ) i Eee Maes 66. 7 
EUCOM sales ae es Bae : 91.6 


Surplus property ; ini ee kate ho 58. 6 
Total = ‘ - 216.9 
Deduction for prepayments and reacquisitions 5 ; - 13.9 
Total : 903. 0 


Subject to adjustment for third-party claims. See art. VII, surplus property agreement 
CRITERIA IN DETERMINING REPAYMENT TERMS 


The German Government has agreed to repay $1 billion. The deter- 
mination of this amount and the repayment terms was made under 
the criteria and pursuant to the procedures established by the Eco- 
nomic Cooperation Act of 1948. The table at the end of the committee 
report submitted by the President shows that this settlement is in line 
with the loan-grant ratio applied to other European countries par- 
ticipating in the European recovery program. That is on the last page, 
page 243, of the report. 

Senator Smirn of New Jersey. Before we go on, may I say that 
I got the impression that, all told, there were about $3 billion that have 
been involved in Germany, and we are getting back a billion dollars. 

Mr. Rippienercer. We are getting back $1 billion, that is correct, 
Senator. 

AGREEMENT ON GERMAN EXTERNAL DEBTS 


The agreement on German external debts is concerned principally 
with privately held claims against the German Government and its 
nationals. This Government was involved in the negotiations be- 
cause of the substantial size of our claims and because of the necessity 
of working out a satisfactory settlement as part of the development of 
our political relations with Germany. 

Our role in the settlement has been to see that American interests 
were properly represented and that the settlement arrangements 
were fair and equitable to all concerned. 

The detailed arrangements for the adjustment and settlement of 
the debts covered by the agreement were voluntarily worked out by 
representatives for the debtors and creditors at the conference on 
German debts which met in London last year. The conference unan- 
imously approved the settlement arrangements. 


WHAT THE AGREEMENT DOES 


Now, Mr. Chairman, in approving this agreement, this Govern 
ment takes the following actions: 

(1) It finds (art. I) that the provisions of the agreement are 
“reasonable in the light of the general situation in the Federal Re- 
public of Germany” and “are satisfactory and equitable to the interests 
concerned”: 

(2) It defers (art. 5) World War I and II claims of this Gov- 
ernment. This merely recognizes the de facto situation as to World 
War I claims, and confirms other agreements with respect to World 
War II claims. The need for deferring this vast area of claims re- 
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quires no elaboration, since the objective of reestablishing normal 
lations with Germany left no other course open. 

(3) The Government agrees (art. 8) not to seek from the Federal 
Government of Germany any discrimination or preferential treat- 
ment for debts settled by the agreement or otherwise. This, sir, is 
part of a general pledge by all the signatories to the agreement to 
prevent discriminatory treatment. 

I might at this point say that we have arrived in this prewar debt 
agreement at recognition of the principle of nondiscriminatory treat- 
ment for all creditors, without regard to type of currency involved or 
category of claim. I think that aa principle of nondiscrimination 
is important when one looks over the kinds and types of debt which 
are under consideration and the history of discrimination imposed 
upon American creditors by Germany in the past. 

(4) We likewise agree (art. 28) to the establishment of an arbi- 
tral tribunal to consider questions of interpretations arising under 
the agreement. 

(5) It agrees (art. 34) to participate in consultations as may 
be requested in the interest of the effective implementation of the 
agreement. 

In other respects, the agreement establishes the obligations of the 
German Government and German debtors in carrying out the 
avreement. 

INTERESTS OF AMERICAN CREDITORS 


At this point I might say the United States Government made 
every possible effort to assure that the interests of American creditors 
were properly represented at the negotiations. Where creditor or- 
ganizations e ‘xisted, they were brought into the picture from the be- 
ginning. Where no existing organization was found which would 
undertake the representation of the interests involved, the Depart- 
ment undertook to have competent representation established for this 
purpose. For two categories of debt this was a simple problem. In 
the case of debts of the German Government, the states and munici- 
palities the Foreign Bondholders Protective Council was asked to 
act for the bondholders. Almost all of the United States interest 
in this category of debt is held in the form of bonds, and I believe 
that the Foreign Bondholders Protective Council is the recognized 
body for such negotiations. 

The Cuamman. When you speak of the United States, do you mean 
the United States Government / 

Mr. Rippiesercer. No, sir; I mean the private citizens. 

One important type of debt of the German Government not in the 
form of public ‘-issued bonds are the debts payable to the Mixed Claims 
Commission awardholders. Fortunately, [ may say, there are not a 
large number of awardholders, and at the suggestion of the Treasury 
they formed a committee to represent them. 

Likewise, for the “standstill” debts due to American commercial 
banks there was no problem because these banks already had a com- 
mittee established with power to negotiate on their behalf. 

In the case of corporate dollar bonds, the problem was more complex 
because no body existed to represent this interest. It was therefore 
necessary for the State Department, with the assistance of the Secu- 
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rities and Exchange Commission, to supervise the establishment of a 
three-man committee to act in the interest of the bondholders. 

In the case of the commercial and miscellaneous debts adequate rep- 
resentation was even more difficult. After much exploration, Mr. 
Gordon Michler, an official of the Standard Oil Co. of New Jersey 
and chairman of the German committee of the National Foreign Trade 
Council, undertook this task in a personal capacity, and I should at this 
point, Mr. Chairman, if I may, pay tribute to the effective work and 
really great work that these representatives have done on behalf of the 
various kinds of debts. 


PRESS NOTICES REGARDING NEGOTIATIONS 


At every stage of the negotiations the Department sought to keep 
the public informed of what was being done and what the implications 
were to American interests. There is offered for the record a list of 
the press releases issued by the Department concerning the negotia- 
tions, and copies of the releases. 

The Cuatrman. I have that in front of me. It will be received 
and filed. 

(The press releases referred to are in the committee files; a list of 
the dates of those releases follows:) 


DEPARTMENT OF STATE PRESS RELEASES RELATING TO GERMAN Dest SETTLEMENT 
1951 


181, March 6: Implementation of New York decisions on Germany: exchange of 
letters between German Federal Government and Allied High Commission con 
cerning debt settlement. 

1229, May 24: Communique on German debts: announces proposed procedure and 
principles of debt settlement; establishment of Tripartite Commission on Ger- 
man Debts 

138, May 25: United States representative on German Debt Commission named. 

509, Tune 13: Appointment of Mr. Hensel as consultant on German corporate 
dollar bonds. 

520, June 19: Appointment of Ambassador Pierson as United States representa- 
tive on the Debt Commissior 

548, June 25: Beginning of preliminary discussion at London on German debts 

1082, December 11: Outcome of preliminary discussions with German (lelegation 


on postwar economic assistance claims, 


1952 
29, Jannary 14: Announces scheduled opening of international conference on 
] nt of German debts 
30, January 14: Statement by Ambassador Pierson concerning debt settlement 


cont nce 

152, February 27: Names United States creditor representatives at international 
conference on German debts 

161, March 3: Formation of a private committee to represent United States 
holders of German corporate dollar bonds at London debt conference. 

366, May 8: Announces reconvening of debt conference and urges creditors to 
contact appropriate creditor representatives. 

197, June 24: Statement of Ambassador Pierson concerning Young and Dawes 
loans 

627, August 8: Announcement of conclusion of London debt conference and sum- 
mary of final report of the conference 

884, November 21: Appeal to holders of corporate dollar bonds to communicate 
with the United States Committee for German Corporate Dollar Bonds and 
announcement of beginning negotiations between the Committee and German 
debtors, 
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1953 

106, February 26: Statement by Tripartite Committee on German Debts concern- 
ing the signing of the itergovernmental agreement on German external debts 
and related agreements. 

107, February 26: Signing of German debt settlements agreements; brief outline 
of agreements. 

108, February 26: Validation of German dollar bonds; text of United States 
German agreement and background statement. 

118, March 3: Settlement of the liability of the Federal Republic of Germany in 
respect of Austrian external loans. 

119, March 8: List of countries which signed the German debt-settlement agree- 
ment, 

White House Press Release No. 124, April 10, 1955: Text of the President’s letter 
to the Senate submitting the German debt-settlement agreements for advice 
and consent to ratification. 


DISTRIBUTION OF BONDHOLDERS 


Mr. Ripptesercer. The settlement of the debts covered by this 
agreement are of interest to American investors throughout the 
United States. The largest group involved are the holders of German 
dollar bonds, that were marketed throughout the United States dur- 
ing the 1920's. According to our information, the holdings of these 
bonds are still widely distributed among the different States of the 
Union. 

We can offer for the record a tabulation on this subject which was 
derived from Tre asury sources about 10 years ago. (See p. 31.) 

Lam sure, Mr. Chairman, the committee will recognize the ditticulty 
in getting a completely accurate and detailed information on such 
dispersion of bonds, but to the extent that we could find it, we have it 
prepared here, together with certain « xplanatory notes. 

‘The tabulation itself, which is in the form of a report on holdings 
of German securities, 1 must confess is more of a sample than a com- 
plete statistical statement, because we have not been able to compile 
that. but it is interesting to observe the wide distribution of these 
bonds. 

We found out that they are held in every State of the Union, and in 
addition, in Hawaii, Puerto Rico, and Alaska. 

The State, according to this tab tlation, whic nad the most, was, 
of course, New York; Ulinois, 1 believe, was second; Cali 
souri, New Jersey, Pennsylvania, and Wisconsin were others high on 
the list. We should be happy to enter that, Mr. Chairman, if it is of 
interest. 


} l ] 


AMOUNT OF TOTAL DEBI 


The CuarrmMan. What was the face amount of those bonds ? 

Mr. Rippitesercer. Well, the total debt, sur, is set forth on page 241 
of the committee report, and taking all types of obligations into a 
count, prewar debts, the total with accrued interest. was $1,637 million, 
which I think was noted in the Secretary’s letter to you, $547 million 
of dollar obligations of American interest. 

We believe, according to the information that we have, which again 
I emphasize is not complete, that the pattern of distribution of these 
bonds is probably about the same. ‘The reason for that is that the 
trading in German bonds has been suspended since the outbreak of 
war with Germany in December of 1941. 
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If I may, I will now say a word about the mixed-claims-award 
uvreement. 

The agreement with respect to the Mixed Claims Commission award 
settles a vexatious problem that has been discussed with the committees 
of the Congress for the last 20 years. There is a legislative history to 
the agreement which dates back to 1930, when the Secret: ary of the 
‘Treasury, under authority of the Congress, entered into an agreement 
with the German Government on this subject. 

\ spokesman for the Treasury Department is here to explain this 
background to the committee, if the committee so desires. 


RESPONSIBILITY FOR GERMAN DEBTS 


venator Smiru of New Jersey. May I ask you whether the Republic 
of Germany, West Germany, is assuming responsibility for all these 
debts of the entire ¢ ‘country ; 
Mr. Rippiesercer. That is worked out in the annexes which are 
attached to the agreement on German external debts. 
Perhaps I had better turn that question over to Ambassador Pierson 
for a more precise answer. 
Mr. Pierson. Senator, the German Federal Republic did assume the 
nee. 
enator Smirn of New Jersey. Do you mean over all German 
blis gations ? 
Mr. Pierson. That is right. 
Senator Smiru of New Jersey. What we are discussing now are 
agreements with the Federal Republic of Germany. 
Mr. Prerson. All except obligations arising in East Germany, 
\\ } ] on are not included. 
ator Smirn of New Jersey. That is what I am trying to learn. 
Hos w do you differentiate between East and West Germany there? 
Mr. Prerson. It depends on the situs, Senator, of the obligor of the 
debt. So far as the German Government obligations are concerned, 
» Federal Government assumes them all. 
Senator Smiru of New Jersey. Is it correct to say that it depends 
upon the location of the ob ligor? 
Mr. Prerson. That is right. 
Senator Smiru of New Jersey. Thank you. 


VALIDATION OF GERMAN DOLLAR BONDS 


Ripptenercer. Mr. Chairman, I should like to turn now to the 
question of the validation of German dollar bonds. 

There is no market in German bonds in this country. Trading in 
German bonds was suspended with the outbreak of the war with Ger 
many. It has not been feasible to resume trading because of the prob 
lem of the so-called looted bonds. 

The difficulty is that it is known that several hundred million dol- 
lars’ worth of German dollar bonds disappeared from Berlin in 1945. 
These are bearer bonds, which are uncanceled. The vy had been reac- 
quired by Germany during the 1930's, after the Nazi Government had 
ia ; the service on dollar and other foreign-currency obligations to 
he suspended, and the bonds had depree iated in value on our markets. 
lhe bonds were stored in Berlin and were either destroyed by the war 
or fell into the hands of the Soviet Government. 
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The German Government has passed a law requiring the bonds to 
be validated. The debt settlement provides that only the holders of 
validated bonds can benefit under the agreement. Now, Germany 
was in default on the dollar obligations, but they nevertheless 
found foreign exchange with which to repurchase at a great discount 
of anywhere from 60 to 70 percent a number of dollar bonds. This is 
a matter of which I have a personal recollection because I recall being 
in Berlin before the war, and we used to protest about the fact that 
while American creditors were not receiving their interest, we knew 
perfectly well that the Reich Government was finding funds with 
which to repurchase at this enormous discount these dollar obligations, 
which of course had gone down in value because of default. 

These bonds were stored in Berlin, and were either destroyed, we 
cannot be entirely certain as to what extent, or they fell into the hands 
of the Soviet Government. 

That is why we have agreed to this method of validating those 
obligations. 

We have no desire that through various channels the looted dollar 
obligations could make their way around and eventually be sold for 
the profit of the Soviet Union in this country. 

Senator Mansrrevp. Could I ask a question ¢ 

The CHarrMan. Yes. 


HAS SOVIET UNION ACCESS TO THE BONDS? 


Senator Mansrietp. Mr. Riddleberger, you have served long and 
honorably in Germany, and I would like to ask your opinion on this 
question: Have these bonds gotten into the hands of the Soviet Union ¢ 

Mr. Riopiesercer. Well, sir, yes. [think that is a very fair assump 
tion, and if I may support that by perhaps citing 1 or 2 cases or 
examples, we know that the records, for example, of the German Gov 
ernment were preserved with the utmost care, because a great many 
of them fell into our hands. There is a very strong presumption, of 
course, that the same thing happened to these bonds, perhaps because 
of the German desire to hold onto all pieces of paper. I don’t know 
exactly whether that is right, but there is a strong presumption that 
they kept them. 

We do know that the Soviets, having entered Berlin first, had full 
access to the bonds and all the documents in the Reichsbank and other 
depositories of the former Reich Government and therefore there is 
the strong presumption that these bonds are in Soviet hands. It is for 
that reason that we and the Bonn government and everyone else have 
agreed that it is essential to establish a validation procedure so that 
it would not be possible to peddle these bonds through other countries 
and eventually have them arrive on the American market when trad- 
ing is resumed. 


SOVIET UNION AND CONTROL OF AMERICAN CURRENCY 


Senator Mansrretp. Now, Mr. Riddleberger, to your knowledge 
have the Soviets, by illegal means, ever gotten control of American 
currency and distributed it throughout Germany and perhaps else- 
where as well? 
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Mr. Rinptesercer. I should say, Senator, it was possibly that they 
could get control of some amount of American currency, but of course 
we attempted to deal with that problem by utilizing in Germany these 
Army paymel nt certificates in place ot American bills, but I would 
certainly say that with their network of agents, that they had gotten 


control of some. 
CONTROL OF PLATES FOR MONEY MAKING 


Senator Mansetetp. Mr. Riddleberger, to your knowledge, have they 
ever gotten control of the plates for the making of money, which I 
understand were ne rmany at the end of hostilities, and om I also 
understand, according to rumor, in some way or other were in part 
handed over to the Soviets for the manufacture of currency ? 

Mr. Rippiesercer. I think I can answer that question completely. 
The Soviets indeed had control of the plates for certain types of cur- 
rency 5 yes, sir, the \ did. 

Senator Mi \NSFIELD. Did they make money 4 

Mr. Rippirnercrr. Oh, ves. 

Senator Mansrivtp. Could you give this committee the amount of 
money, approximately ? 

Mr. Rippievercer. I could not, sir. 

Senator Mansrtetp. Could you make a guess ¢ 

Mr. Rippiesercer. I would not even attempt to guess, Senator, for 
the simple reason that I think every time vou gave the crank a whirl, 
out came occupation marks. 

Senator Mansrretp. Was it a large amount ? 


INFLATION AND CURRENCY REFORM 


Mr. Ripoiepercer. A large amount, of course. And that inflation 
added to the inflation which existed in Germany at the end of the 
Hitler regime, and made it absolutely essential that the Allies go into 
a currency reform. As you may recall, there were long tortuous 
compl x negotiations with the Soviets in the Control Council in an 
atten oy to come to an agreement on currency re form. 

In the end, of course, no agreement was reached, and we instituted 
in 1948 the currence y reform in the West German area. 

Senator Mansrtrip. When that reform was instituted, did that by 
its ve I") fact make useless the pli ites which the Soviet had acquired ? 

Mr. Rippienercer. That put an end to that type of currency entirely. 

Senator Mansrretp. Thank you, sir. 

Mr. Rtppterercer. May I say, Mr. Chairman, that of course eventu- 
ally there was another currency reform in the Soviet Zone so that cur- 
rency is entirely invalid today. 


RECORDS OF BONDS 


The Cuamman. Did these bonds that you speak of each have a 
number ¢ 

Mr. Rippiesercer. Senator, they may have had a number, and I 
think they did. 

The Cratrman. Wasn’t the record found? The Germans are pretty 
x 0d recordkeepers. 
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Mr. Rippueevercer. We do not have the records, nor do the Germans, 
except in some cases. 

The CHamman. Do you have records of the bonds that were re- 
purchased ¢ 

Mr. Rippiesercer. We don’t have complete records. I think, sir. 
perhaps the Soviets have them. In this connection I recall very 
vividly conversations which I had personally with 2 members, 2 
directors, of the Reichsbank in the late thirties before the war, in 
which they admitted that in spite of the fact that they were not 
making the foreign exchange available to pay interest to American 
creditors, that they were acquiring these bonds with foreign exchange 
that they accumulated on their trade. 

I have a note here, coming back to your question, Senator, that 
some officials of the German Government were required to submit 
the bonds and the records to the Soviet military authorities, and that 
may answer partially your question. 

I cannot answer it particularly, beyond that point. 


PROCEDURES ESTABLISHED TO PROTECT AMERICAN BONDITOLDERS 


Accordingly, under an executive agreement entered into last Feb 
ruary, this Government has agreed to establish procedures in this 
country for the validation of German dollar bonds in accordance with 
the German law. The procedures were worked out with the Federal 
German Government in consultation with the bondholder represent- 
atives, the stock exchanges, the trustee banks, and the Securities and 
Exchange Commission. Safeguards have been established so that 
American bondholders will be protected. On the other hand, adequate 
provision has been made to prevent the looted bonds from entering 
our markets and from being acquired by innocent purchasers. The 
German Government will bear the cost of this program. 


INTENT OF AGREEMENT ON VALIDATION OF GERMAN BONDS 


The agreement before the Senate, dealing with this subject, accom- 
plishes the following purposes: 

li approves the validation procedures now in effect and provides 
that they will not be changed except by mutual consent. 

It pro ides for a waiver of Immunity so that decisions of the inter 
governmental validation board can be reviewed in American courts. 

It provides that a bond which has not been validated will not be 
enforcible in this country. 

This agreement is necessary, I would sav, to protect the integrity 
of our markets, and to permit the orderly carrying out of the debt- 
settlement program. It is anticipated that the validation procedures 
can be made operative by August 1. As soon as a sufficient number 
of bonds of any particular issue have been validated, to sustain a fair 
market, the Securities and Exchange Commission will reinstate trad 
ing and American investors will once more be in a position to dea 
in these securities. 
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RATIFICATION PROCESS 


Now, as to the desirability of early ratification, the group of agree- 
ments are interrelated, and form part of a comprehensive settlement 
plan. They will be effective only if ratified together. 
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The multilateral agreement on German external debts will take 
effect when approved by four countries: France, the United Kingdom, 
the Federal Republic of Germany, and the United States. 

The ratification process has bee ‘n completed by the United Kingdom 
and France. Action is now going forward in the German Legisla- 
ture to complete ratification. There was some delay because of the 
need for preparing implementing legislation, necessarily a complicated 
task, which will permit the agreement to be implemented immediately 
upon ratification. This law and the various agreements are now 
being considered, and approval is expected by the end of this month. 

Under the agreement, provision is made for payment on certain 
obligations to be made upon approval. German debtors are required 
to sumbit offers of settlement by June 30. Early ratification of the 
agreements will permit the task of reestablishing normal relations 
to go forward, and will be in the interest of American creditors. 

I believe, sir, that that completes my summary of the agreements. 


URGING EARLY RATIFICATION 


I would like to add a few words about the desirability of early rati- 
fication, in addition to what I have already said, and that is, that it 
must be obvious that it would be of immense benefit to all concerned 
to have these agreements ratified at the earliest possible moment. 

The CHarrMan. The agreement on German external debts has been 
signed by the United States and 17 other creditor countries. How 
many of those countries have ratified the agreement ? 

Mr. Rippiesercer. Senator, France and the United Kingdom, and 
action is pending in the German Bundestag and here. 


ATTITUDE OF CREDITORS TOWARD AGREEMENTS 


The CuatrmMan. Do you know of any substantial groups of creditors 
who object to the terms of any of these agreements / 

Mr. Rippiesercer. Mr. Chairman, I do not. I think as I went 
through my earlier statement, I tried to explain how we have kept 
in close touch, arranged representation and provided for participa- 
tion of every important category, so to speak, of creditors, and as far 
as we are aware, no substantial or important disagreement has been 
expressed. 

The Cuamman. You have shown us a list as to how the German 
bonds were pretty well distributed throughout the United States, but 
the list doesn’t show whether — bonds were held by individuals, 
banks, insurance companies, or specifically, who held them. 

Mr. RippLepercGer. enaiaie: I think it is a fair assumption to say 
in the case of bonds, the distribution among individuals is high. I 
think that is reflected in the fact that they are in so many States. 

Of course, according to the statement I had earlier, we had over 
21,000 reports on holders of German securities. 

The CuatrmMaNn. Do you know whether any of the official United 
States representatives who participated in the negotiation of these 
agreements hold any bonds which would be covered by the terms 
of any of these agreements now before us / 

Mr. Ripp.eserGer. Senator, speaking for myself, of course not, and 
I have ascertained in the Bureau of German Affairs that none of the 
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officials who have worked upon this agreement hold any German 
securities. 

I will leave the rest of that question to Ambassador Pierson to 
answer. 

Mr. Prerson. Speaking for myself, Senator, I have no bonds and 
never had any German bonds, and I have inquired from my colleagues, 
Mr. Gunter and our General Counsel, Mr. Kearney, and they have 
the same answer. 


INTENT TO REESTABLISH GERMAN CREDIT 


The CHatrMAN, Since the effect of the first agreement we have be- 
fore us related to German external debts is to provide for payment 
to prewar private investors, does that not mean that the United 
States Government will not get as large a settlement for its claims 
for postwar economic assistance as provided in the second agreement 
before us ¢ 

Mr. Rippiesercer. I should say at the outset, Senator, that the 
Germans were anxicus to arrive at a settlement of their prewar debts 
on terms acceptable to their creditors. Of course, in other words, to 
reestablish their credit. 

If we had insisted on more for the Government claims, it is doubt 
ful whether a general settlement could have been reached. 

I think that the Germans would have objected to settling their 
postwar claims without a settlement of their prewar debts, but per 
haps I should let Ambassador Pierson also give his comment on that 
question. 

Mr. Pierson. Mr. Chairman, our terms of reference were to find 
a solution of the German debt problem which would have the effect 
of restoring Germany's credit in the world markets. 

It was obvious when we got into the matter that the German 
economy would not support a full payment of both the obligations 
for postwar aid which, to the United States alone, amounted to $3 
billion, and the prewar obligations. 

If Germany was to make a settlement and was to be in a position 
to pay the private creditors any substantial sums, it was imperative 
that a reduction be made in the postwar obligations which were owed 
to the three Governments of the United States, France, and the United 
Kingdom. 

GERMANY'S EXTERNAL PREWAR DEBT 


The Cnairman. What was the amount of Germany’s external pre- 
war debt ? 

Mr. Pierson. The total obligation ? 

The CuarrMan. What I would like to know is how you differentiate 
that which is now, you might say, being handled by Western 
Germany. i 

Mr. Prerson. The figure which we have would be $2,600,000,000. 
That would be the prewar debt. 

Senator Lancer. How much was that? 

Mr. Pierson. $2.600,000,000. 

The CHatrman. Does this agreement contemplate that that should 
he cut; and if so, to what percent? 
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Mr. Prerson. IT should explain that figure a little. The $2,600,- 
000,000 was reached on the basis that the so-called gold clause was 
effective, which means actually that it is a larger amount than would 
be collectible under our laws today, but of that $2,600,000,000, the 
settlement reached $1,630,000,000,. 


GERM \NY’S POSTWAR OBLIGATION 


The Cuairman. Now, then what is the postwar obligation ¢ 

Mr. Pierson. The postwar obligation amounted to the total of 
$3.796.000.000. 

The Cuarrman. What has that been cut to? 

Mr. Pierson. It has been cut to $1,635,000,000. 

The Cuarman. Were these figures that have been arrived at 
reached in negotiation with the German authorities ? 

Mr. Prerson. That is right. 

The Cuamman. And is it correct that this amount, in each instance, 
has application not only to the overall national debt applicable to 
West Germ: iny, but to the corporate debt, too, as well as municipal and 
state debts of Germany / ¢ 

Mr. Prerson. It includes all of them: yes, sir. 


BOND SPECULATORS 


The CuarrmMan. What steps have been taken by this Government 
to be sure that the private bondholders have not been induced to sell 
their bonds to speculators having reason to believe that these agree- 
ments might be concluded ? 

Mr. Ripptesercer. That is a domestic question and I will answer 
that. 

At the request of the Securities and Exchange Commission, trading 
in these bonds has be en suspended since December 1941, and the Secu- 
rities and Exchange Commission has, on various occasions, warned 
investors against disposing of their bonds before a market is estab- 
lished. 

Furthermore, we—namely, the Department of State—in coopera- 
tion with the SEC, has attempted to give wide publicity to the 
settlement of arrangements so that bondholders would know that t] 1ey 
might obtain a perhaps better arrangement after the agreement was 
consummated, and I think that, sir, is indicated in the numerous 
rel ases which we have made. 

The CHaimman. Well, that means, of course, that they are not 
suscept ible to being traded on the stock exchange or in the market. 

Mr. Repprepercer. That is right. 

The Cnairman. But if they are simply not registered bonds of any 
kind, are there any legal steps that could be taken? 

Mr. Ripptevercer. That is exactly what worried us, Mr. Chairman, 
because the best vou could do, it seemed to us, in a case like this, is 
to give the widest publicity possible to what is going on, so that 
investors may be warned. 

Of course, on top of that we always have in our mind this problem 
of looted bonds. 

Phe Cramman. Well, the only prob lem that you have, it seems 
to me, in relation to these bonds, is to make sure that those bonds 
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which were stolen are not to be paid for or will not be paid for. «I 
don’t suppose you can do anything about the other matter. 

If Mr. X owned a bond and sold it to Mr. Y for 10 cents on the dollar, 
there could be a perfectly good agreement; is that not right 4 

Mr. Rippiesercer. The only thing that we can do is to give pub- 
licity to it, and attempt to make known to the public what the situa- 
tion Is. 

The CuHarrkMan. The total external obligation under these agree- 
ments amounts to about $3,273 million; is that right ? 

Mr. Prerson. $3,273 million; yes, sir. 


INTERNAL DEBT OF WEST GERMAN Y 


The Cuamman. What is the internal debt of West Germany ¢ 

Mr. Ripptesercer. Mr. Chairman, let me think. This came up 
recently, and 1 am sorry to say that I do not recall the figure, but 
we can ascertain that and give it to you. 


(SrarF Notr.—Subsequent to the hearing, the following material, 
referred to above, was submitted by the State Department :) 


OBLIGATIONS OF THE FEDERAL REPUBLIC OF GERMANY AND OF THE LAENDER 
(STATES) 


At the close of the war the internal debt of the German Reich amounted to 
232.1 billion reichsmarks. The major portion of this debt was held by banks 
and other financial institutions in Germany. In the currency reform of 1948 
claims against the Reich were not converted and such debt is now in complete 
default. To keep German banks solvent in spite of the loss of assets through 
nonconversion of Reich obligations, the banks were given so-called equalization 
claims. These equalization claims were alloented to the banks so as to 
provide each bank with Ceutschemark assets and equalization claims equal to 
105 percent of the deutschemark obligations resulting from the conversion of 
its reichsmark accounts. In the case of the Bank scher Laender the 
claim is against the Federal Government and in the case of other banks the 
claims are against the Land (state) in which the bank is located. These claims 
represented direct obligations of the Federal Republic and the Laender and 
interest at 5 percent is being paid currently thereon. 

The internal debt of the Federal Government on March 321, 1958 stood at 
deutschemark 9.21S billion on which deutschemark 7.73 billion consisted of the 


equalization claims mentioned above and deutschemark 1.488 billion was in 
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the form of treasury bills and bonds, 

‘he internal debt of the Laender totaled deutschemark 12.48 billion, consist- 
ing of Ceutschemark 11.821 billion in equalization claims and deutschemark 659 
million in other obligations 

While it is understood that the German Federal Government intends to make 
i settlement of the internal Reich debt (see par. 6 of annex I to the agreement) 
it has not dene so nor is there an indication of what form this settlement 


li ighit event ally take, 
The obligations assumed by the German Governinent in the eurrent debt 
settlement arrangements will involve payments by the Federal Government of 


approximately DM 10.5 billion, and payments of an additional DM 300 million 
hy the Laender and municipal governments. At the same time the Federal 
Republic has entered into an agreement with Israel for the furnishing of 
goods and services over a period of about 12 vears to a value of DM 32.45 billion, 
for the purpose of assisting in the resettlement of Jewish refugees 

In addition, the German Federal Government has other large obligations 
of an extraordinary nature, mainly arising out of the war and acts of the 
Nazi regime. These involve restitution, compensation to victims of the Hitler 


regime, support of refugees, unemployment and social insurance obligations, 
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DEBTS RECOGNIZED BY WEST GERMAN GOVERNMENT 


The CHarrMan. Does it approximate as much as the external, 
your judgment ¢ 

Mr. RippLenercer. Senator, perhaps I should make a distinction 
here. 

The old internal reichsmark debt is in default in Germany, and I 
assume you are speaking of the debt that has accumulated since the 
establishment of the Federal Republic. 

The CuarrmMan, No; I am speaking about any debt that is recog 
nized as a valid debt by the West German Government. 

Now | suppose that many of the Hitler debts have simply been 

‘anceled out; I don’t know. What 1 am trying to do now is to get 
the economic picture. — I might say I have in front of me a ne wspaper 
report from Bonn, Germany. indicating that the Federal Republic’s 
gold and foreign currency balances have reached a new postwar high 
of over a billion dollars as of March 31. 

That is not bad progress for a country in Germany’s position. 


GERMAN RECOVERY 


Mr. Rippienercer. | would say, Mr. Chairman, that is a clear indi 
cation of the magnitude of the German recovery. I think that figure 
of a billion dollars means the equivalent of a billion dollars. As I 
recall, the total hol lings, perhaps, in gold and dollars, would be 
three-fourths of that and the remainder - would be other foreign ex- 
change credits. 

The CHamman. Gold and foreign currency holdings on March 31 
reached the postwar high of $1246 million. Now, can you tell me 
what the overall economic status of West Germany is? We talk 
about our own gross national product in the range of something like 
300 billion: what is theirs? 

Mr. Rippitesercer. As I recall, I think the economic index in West- 
ern Germany, excluding Berlin—however, I leave that out of the 
picture because the economic recovery there has not been as great— 
iS a in the — of over a hundred and fifty, taking 
an index of a hundred for 193¢ 

I am taking the index figures—not the gross national product. 

The CHarrMan. Can you give me, in estimated dollars and cents, 
the estimated income or gross national product of Germany? I feel 
that information would be very helpful. 

Mr. Rippierercer. Yes, sir. Converting the deutschemark into 
dollars, [ should say it was approximately $31 billion. 

The Cuamrman. Do you think the German Government will be able 
io service these agreements if they become valid ¢ 

Mr. Rippiesercer. Senator, that is our opinion, and I think per- 
haps that is buttressed by the figures you just gave on the accumula- 
tion of the foreign exchange and other resources, gold, for example. 

The CHAIRMAN. Senator Smith ? 
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ATTEMPTS TO PREVENT BOND SPECULATION 


Senator Smiru. I just want to ask one question. 

Do you know of any organizations or of any individual speculator 
that is running around trying to buy these outstanding bonds at a 
fraction of their face value on the market ? 

Mr. Ripptesercer. No; I do not, but perhaps that question might 
better be answered by the representative of the Securities and Ex- 
change Commission. 

Senator Smirn. I would be interested to know whether we would 
be faced with that. 

Mr. Ripptesercer. I think we have someone here from the Securities 
and Exchange Commission this morning that can answer that. 

Mr. Louciuuerm. We have no such information, Senator Smith, 
that there is any financial organization or organizations which have 
been violating our request of the financial community that there be 
no transactions. 

We have watched the markets as closely as we could through our 
regional offices, and we have voluminous correspondence with people 
who from time to time have expressed an interest in dealing or buying 
bonds at discount, but we feel fairly confident that we have persuaded 
them, in view of the situation with respect to the looted bonds by the 
Soviets, it is necessary for every bond to be validated before they 
can be eligible for settlement. that it would be both unwise and un- 
patriotic to engage in transactions, and we do not believe there have 
been any widespread transactions in these bonds for 12 years. 

The Cuatrman. Will you identify yourself for the record ? 

Mr. Lovennem. Iam Walter C. Louchheim, Jr., Foreign Economic 
Adviser, Securities and Exchange Commission. 

Senator Smirn. Thank you very much. 

Then you don’t feel that there is any real danger of any groups or 
any interests going into the field of trying to buy up these bonds. Do 
you think your plan of validating takes care of it / 

Mr. Lovcnuem. The validation requirements would make it diffi- 
cult for such persons to establish validity of their bonds. 


TERMS OF VALIDATION PROCEEDINGS 


Senator Grorcr. Mr. Riddleberger, what are the terms of the 
validation proceedings / 

Mr. Rippiesercer. A board has been established consisting of an 
American member and a German member which will pass upon the 
validity of the bonds. The governing principle is to establish owner 
ship as of a date prior—— 

Senator Grorce. On what date? Is it 19457 

Mr. Rippiepercer. January 1, 1945, I believe. 

Senator Grorcr. That was prior to the time, of course, that these 
bonds were looted. Isn’t that true? 

Mr. Rippiesercer. Prior to the Soviet entry into Berlin. 

Senator Grorce. The validation proceeding contemplates a valida- 
tion of all these bonds that will be finally honored in part under these 
agreements; is that correct? 

Mr. Ripptesercer. That is correct, sir. 
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Senator Grorcr. So, the owners prior to that date would have to be 
shown under the validating ee 

Mr. Rippierercer. Yes, si 

I might add, Senator, in case of dispute there will be a chairman 
appointed to the validation board, in case the American member and 
the German member are not in agreement. 

Senator Grorce. I understand. 

I have nothing further. 


PAYMENTS TO LEGAL OR FINANCIAL ADVISERS 


The CHairman. Senator Green? 

Senator Green. Mr. Riddleberger, supplementing the chairman’s 
questions about individual holders, what steps, if any, have been taken 
to prevent their legal or financial advisers from getting an undue 
share of the payments? 

Mr. Rippiesercer. I am not sure, Senator, that I follow you pre- 
cisely there. 

Senator Green. Individuals or groups of individuals are repre- 
sented by attorneys or financial advisers; are they not / 

What, if any, steps have been taken to see that they do not get an 
undue share of the payments on these bonds ? 

Mr. Rippiesercer. Senator, I really could not comment on the rela- 
tionship between a client and his lawyer. I suppose that is a matter 
for them to decide, but if one holds a bond, then under this agreement, 
when ratified, he will have the right to collect on it, according to the 
terms of the agreement. 

Senator Green. As I understand it, no steps have been taken by you, 
I mean by the Government to ae them from undue—— 

Mr. Rippiesercer. I think, sir, that we have taken steps within our 
power of giving all the publicity possible to the arrangements con- 
templated so that an individual bondholder may profit from the terms 
of the ee 

Senator Green. Well, then, as I understand your answer, no steps 
have been ne 

Mr. Rimpierercer. No; I did not say that. 

Senator Green. What is the substance of your answer, then? 

Mr. Ripptesercer. My answer is that we have made every effort 
that we could think of to issue information to the saree so that any 
individuals who have any particular obligations would know that if 
this agreement is ratified, then he would have a better chance to col- 
lect on the obligation. 

Senator Green. I can see how that would relate to sales or trans- 
fers, but what would prevent the representatives from vetting three- 
quarters of the value of the bonds, and the holder getting the other? 
These groups of claimants don’t deal with you individually, do they? 

Mr. Rippierencer. No, because we set up, or took over advisory 
groups W hich had charge of their particular category ot debt. and 
undertook the necessary—— 

Senator Green. You recognize attorneys for groups, do you not? 

Mr. Rippuesercer. Yes: but. of course, in the case of corporate 
bondholders where we had to establish the committee, T will say that 
they are to some extent controlled by the United States Government, 
in a supervisory capacity. 
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Senator GrEEN. In regard to these other groups that you have 
recognized, have you recognized voluntary groups of claimants? 

Mr. Ripptepercer. Yes. 

Senator Green. Do you recognize their attorneys and deal with 
them ¢ 

, . Mr. Ripptesercer. All the time. 

Senator Green. Have you mace any investigation as to the amount 
of their fees? 

Mr. Ripptesercer. No, Senator, I do not believe that we have. I 

. think, however, that it is fair to say in connection with such organi- 

zations as the Foreign Bondholders Protective Council that they 
have come to be recognized as the appropriate body for this group 
of obligations, and I should say, sir, in addition to that, that of course 
most of the expenses in this matter are going to be paid by the German 
Government, in accordance with the terms of the agreement. 


CONTINGENT FEES 
Senator Green. Have you clone inything about contingent fees ? 

Mr. Rippiesercer. No, no. 

Senator Green. In some of the other cases, the Government has 
provided, when it makes payment, that contingent fees shall be 
within certain limits; has it not ? 

Mr. Rippiesercer. Senator, 1 don’t know that I am in a position to 
answer that question. I simply do not have the information. 

Senator Green. Who will answer it for you? 

Mr. Ripptesercer. We can try to obtain it for you. That is rather 
a broad que stion and I would not be able to olive the answer here. 

Senator GREEN. The } int 1 , you have done nothi 1g whatever 
about it. 


Mr. Rippitepercer. I think, sir. we have done something about it. 

I think that we have tried to pick eroups V ich would fairly and 

° . adequately represent t| interests of the bondholders and that in 
cases where they hac to be fo d, we have indeed exercised a ce 

tain supervision over those Groups, beenuse, Senator, | ami certain 

you will recogniz t would be absolutel ! possible task in a 

. . settlement of thi mag tua to deal witl each individual b nd- 


holde) 


Senator Green. Have any of these attornevs with whom y have 
dealt and whom yo have l ed. taken t Cialms oO} ( tingent 
basis ? 

Mr. Rippiesrrcer. I am informed, Senator, and T am happy to be 
able to answer your q St . that we do app | . 

Senator Green. I do ‘ see f t that answe mv q tion. 


Do you know whether or not they have taken them on a contingent 
basis ? 
Mr. Rippiepercer. I can’t answer that. 


Senator Green. Did you never ask them? 

Mr. Ripp.evercer. No, sir. 

Senator Green. Did you never inquire into what the rate of com- 
pensation would be in case of success or in case of failure? 

Mr. Rippiesercer. Yes, as [ said, I think we have approved in a 


number of ‘ases, the fees. 
Senator Green. What cases? 
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Mr. Ripptesercer. I think I can give them to you here. The case 
of the Foreign Bondholders Protective Council, I believe the charges 
are fixed and paid by the bondholders at rates approved by the State 
Department and by the Securities and Exchange Commission. 

In the case ot the corporate bondholders, I believe that the Germans 
pay the fees, and we approve them. 

Senator Green. Without a limitation on the fee? 

Mr. Rippiesercer. Well, I suppose it is a matter of considering 
whether it isa fair and equitable fee, Senator. 

Senator GREEN. In whose opinion ¢ 

Mr. Rippiesercer. I am not aware of any contingent fees. 

Senator GREEN. Well, do you mean to say you don’t know whether 
or not they are contingent fees ? 

Mr. Rippiesercer. I am not aware of any, Senator, and we at- 
tempted in that matter, I think, to exercise a measure of control which 
is just. Of course, I cannot guarantee that may happen in every 
individual case. 

Senator Green. Don’t you think it would be wise to have some limi- 
tation on contingent fees 7 

Mr. Rippitesercer. It seems to be, Senator, that if there is a fair 
arrangement on this matter, that that is something that is justifiable. 

Senator Georcr. Mr. Riddleberger, as I understand it, you claim 
that the public is fully advised and that they ought to take some steps 
to protect their own interests, and presumably they have. 

Mr. Rippiesercer. I must say, Mr. Chairman, that I have heard 
no complaint on this subject, in the course of this very long negoti- 
ation, and as far as we know, there are no contingent fees involved. 

Senator Green. The Government is collecting this money and pay- 
ing it over: the Government is collecting this money for Germany. 

The CHarrMaAn. No. 

Mr. Rippiesercer. No. The Government will be paid, of course. 
Those are the arrangements which affect the inter-governmental claims 
for aid, for example, but in other cases, the arrangements will be made 
between the creditors and the debtors. 





PAYMENTS TO GROUPS OF BONDHOLDERS 


~ 


Senator Green. But, take these groups; how is the money dis- 
tributed among these people ¢ 

Mr. Rippiepercer. Sir, as I understand it, payment will be made 
on specific holdings. 

For example, if you are a bondholder, under this settlement there 
will be a certain interest to be transferred and perhaps certain amorti- 
zation paid: if you are a standstill creditor, certain other arrange- 
ments will be made whereby the German debtors commence to make 
payments to the American creditors. I don’t understand that it goes to 
a group which in turn distributes the cash. 

Senator Green. But you have said you do recognize attorneys for 
these groups. 

Mr. Rippireercer. Yes. 
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Senator GreEN. Then, in dealing with them, do you arrive at a way 
in which they would be distributed among the individuals making 
up those groups? Do you do that? 

Mr. Ripptesercer. Perhaps I should let someone else here explain 
more precisely what happens in the case of payments, but as I under- 
stand it, if payments are made they go to trustees, to banks, paying 
agents, and in turn on to the | vondholders. 

Senator GREEN. If you would like to have someone else explain it, 
it is quite all right. 

Mr. Rippiepercer. I would be happy to. I do not claim to be an 
expert in that field, Senator, but I do not apprehend that payments 
go to a group and then are disbursed. I think they go through what 
you might call normal channels for payment direct to bondholders. 

Senator GREEN. If you would like to call on someone else to explain, 
you may do so. 

Mr. Riwotesercer. Thank you, Senator. 

Mr. Pierson. Senator, there is no need for counsel in any of these 
cases where bonds are involved, because of the terms—— 

Senator GREEN. No need perhaps, but then that contradicts what 
Mr. Riddleberger said, namely, that there were some. 

Mr. Prerson. Talking about payment to the individual bondholder, 
what the individual gets. 

Senator GREEN. Exactly. 

Mr. Pirrson. The attorneys to whom you refer are attorneys who 
were at the London conference representing their particular cate- 
gories of debt. Now. what their fees were, I] aro *t know, but they are 
very well-known counsel. I am sure their integrity is beyond ques- 
tion, and after 2 vears of residence on and off in i. ondon, I never heard 
of a single case of a contingent fee because the payments were not to 
go to the group, they were to go to the individual holder of the 
obligation. 

Senator Green. That is just the fact I wanted to bring out, that you 
do not know about the contingent fee. 

Mr. Prerson. That is right. The various representatives of the 
various categories of debt are represented at the hearing, and they 
themselves can answer the questions directly here, when called upon. 

Senator Green. The attorneys or financial advisers may charge 50 
percent or TO percent of the value of the bonds they receive, and would 
that be a matter of indifference to you? 

Mr. Prerson. No: it would not because the groups would not receive 
the payment, the payment would be to individual holders, many of 
whom are not even known. 

Senator Green. You wash your hands of it and it is a matter be- 
tween the bondholder and the attorneys that represent him; is that 
the idea? 

Mr. Prerson. I don’t wash my hands. I just have nothing to do 
with it. 

Senator Green. That is the same thing. 

Mr. Prerson. No: it is not. 

Senator GREEN. You have had nothing to do with it; that is the 
point. 

Mr. Prerson. That is correct. 

Senator Green. Have you taken no steps, when you recognize an 
attorney, to ascertain what his relations with his client are? 
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Mr. Pierson. Any group, Senator, has a right to choose any at- 
torney, we don’t have to do that. 

_ Senator Green. That is what I want to know. There are occasions 
in which the Government takes great pains to see that the individual 
holder is not “gouged.” 

Mr. Pierson. I am sure, without being in a_ position of stating 
with utmost certainty, I would be reasonably certain no one is being 
“gouged” in that the payments are not being made to groups, but to 
individuals. 

Senator Green. Do you mean by groups of individuals? 

Mr. Pierson. No: to individual holders of the obligations. 

Senator Green. Exactly. You say groups of holders of obligations 
acting through some common representative; is that what Mr. Riddle- 
berger was speaking of # 

Mr. Rippiesercer. No; I don’t think I said that. I think I said 
the payments came in what might be described as a normal financial 
way and then went out to the reprective bondholders. However, to 
answer your question, perhaps, sir, more precisely, could we let Mr. 
Robinson speak at this point / 


STATEMENT OF HAMLIN ROBINSON, OFFICE OF THE ASSISTANT 
SECRETARY OF STATE FOR ECONOMIC AFFAIRS 


Mr. Roninson. My name is Hamlin Robinson, Office of the Assist- 
ant Secretary of State for Economic Affairs. 

I think, sir, that a distinction has to be made here between the 
services of the groups who represented bondholders in these negotia- 
tious, and payments on the obligations at the time payments are or 
may be resumed. 

The largest category of debt was the bonded debt in which the 
Foreign Bondholders Protective Council represented one large group. 
and a United States Committee for German Corporate Dollar Bonds 
represented the second largest group. Now, the expenses of these two 
orgal izations in the negotiations are collected in part from the Ger- 
mans and in part from the bondholders by a small charge paid at 
the time or under the first payment, or when the first payment is 
made to bondholders. 

The expenses of both of these groups are subject to review by the 
Government, by the State Department, and the Securities and Ex- 
change Commission, under arrangements which have been made with 
the two groups. 

At the time the service is resumed on these bonded debts, if ] hold 
a German bond, which I do not, I go through the normal channels 
that anyone would go in having payment made on his debt. I would 
present my bond to the paying agent and receive payment. There 
would be no differentiation between my bond and a bond which any- 
body else might hold. The payments are absolutely identical. I 
would not need an attorney to represent me in that part of the 
process. I might choose to have an attorney, but it would be an 
unnecessary luxury, as I would simply have to go to my bank and 
turn in the bond in order to start receiving payment of interest and 
amortization. 
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I think the discussion here has been a little bit confused because 
we have not made a clear distinction between the resumption of 
payment on a bond, and the services of these various protective 
organizations. 

Senator Green. Which individual class or classes of individuals 
do these groups represent ¢ 

Mr. Rorinson. The Foreign Bondholders Protective Council rep- 
resents the holders of bonds of foreign governmental authorities, 
the Central Government, the municipalities or states and bonds guar- 
anteed by them. 

Senator Green. Do they have attorneys? 

Mr. Rosrnson. They have attorneys. 

Senator Green. Do they have financial advisers? 

Mr. Roprnson. And advisers; that is correct. 

Senator Green. Who pays them? 

Mr. Rostnson. The Council pays them from its own resources and 
its finances. The Council is a permanent organization. It was estab- 
lished at the invitation of the Government back in 1933, and at the 
present time it finances itself primarily from a small charge made 
from the first payment under any resumption of payments on a 
defaulted bond issue, it charges one-eighth of 1 percent of the face 
amount of a bond, and that is paid at the time payment is received. 


PAYMENTS ON BONDS 


Senator Green. When is that paid? Is it when all payments are 
made, when the matter is settled ? 

Mr. Roptnson. That is when their payments begin, as a matter of 
fact, when service is resumed on a defaulted obligation. 

Senator Green. Then do they get an additional amount when the 
amount is paid over ? 

Mr. Roptnson. Pardon? 

Senator Green. Will they receive additional amounts when the 
payment is made? 

Mr. Ropinson. No, they receive nothing in addition. 

They are collecting certain funds from the Germans to pay their 
expenses at the London conference, but the only additional payment 
that they will receive is at the time the first payment is made on 
an adjusted bond, they will receive a small payment. After that 
they will receive nothing more on that particular bond. Those pay- 
ments will come in over a period of time as individual bondholders 
present their bonds. 

Senator Green. What is the procedure with respect to representa- 
tives of the bondholders? 

Mr. Ropinson. The bondholders should need no representatives. 

Senator GREEN. Have they any? 

Mr. Roprnson. That of course is up to the individual bondholder. 
He may have a representative. He may have his bond in a trust ae- 
count somewhere, where a bank or a brokerage house may undertake 
these services, but it is no different than the services, normal trust serv- 
ices for the average estate. 
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REPRESENTATIVES OF GROUPS OF BONDHOLDERS 


Senator Green. Since Mr. Riddleberger referred to it, I will ask 
the same question I asked Mr. Riddleberger: Are there not some 
groups of bondholders represented by counsel 4 

Mr. Roninson. There are no groups of individual bondholders who 
are represented by counsel in these negotiations other than the two 
protec tive committees that were established for this purpose and who 
do not actually represent bondholders in the legal sense of having 
power of attorney from individual bondholders. 

Senator Green. Are they represented by financial advisers? 

Mr. Roprnson. The Foreign Bondholders Protective Council did 
have counsel at London. 

Senator Green. I mean, American citizens who are holders of Ger- 
man bonds. 

Mr. Rortrnson. They have no advisers, individual holders of bonds 
did not participate either directly or through their agents in these 
negotiations. The Foreign Bondholders Council and the United 
States Committee for German Corporate Dollar Bonds spoke for and 
on behalf of bondholders, they did not have legal authority to repre- 
sent individual bondholders. 

Senator Green. Well, then, what did Mr. Riddleberger mean when 
he said they did deal with some of the representatives of groups of 
bondholders ? 

Mr. Ripptesercer. Mr. Chairman, perhaps I had better answer that. 

You see, I did not mean to imply that the representatives of these 
various groups, say, hold power of attorney for each and every bond- 
holder. That would be a really impossible situation. What we have 
is really representative who speak for a certain category of debt, but 
I did not mean to imply that they have the power to say to the bond- 
holders in question that you must or you must not accept this, that, 
or the other. 

Senator Green. But they speak for them, and they represent them 
just as they would a client in court; do they not ? 

Mr. Rippievercer. I suppose in a general sense, sir; I might say 
that, except that they don’t have the same relation as a client to a 
lawyer. 

Senator Green. You deal with them just as though they were that 
form of representative, don’t you ? 

Mr. Ripptenercer. We had to arrange, sir, some type of representa- 
tion because these are essentially negotiations between private cred- 
itors and private debtors, and in view of the dispersion of these obliga- 
tions, it was manifestly impossible to say that—well, now, we will 
establish a group which has legal power to speak for every individual 
holder of a German issue. 

Senator Green. I never suggested that. 

Mr. Rippievercer. I wanted to make that plain, Senator. 


PAYMENTS TO REPRESENTATIVES OF BONDHOLDERS 


Senator Green. You recognize him as representing a certain large 
group of bondholders; is that right ? 
Mr. Rippievercer. That is correct. 
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Senator Green. I can’t reconcile that statement with the other one 
just made.. 

Mr. Ripptesercer. The best way I can reconstruct it is to say we try 
to establish a committee who will, shall we say, be spokesman for 
certain groups of creditors without actually possessing in their hands 
some sort of legal authority for every bondholder. 

Senator Green. The Government is not paying for their services, 
is it? 

Mr. Ripptesvercer. The Government, this Government; no, sir. 

Senator Green. So when the other gentlemen, Mr. Robinson, says 
that the Government pays in these sums that are paid, otherwise there 
are no payments, so far as he knows, his knowledge is different from 
yours. Is that not true? 

Mr. Rippiesercer. Perhaps his is more profound than mine. 

Mr. Roprnson. The German Government pays. 

Mr. Rippresercer. It is the German Government that pays. 

Senator Green. Any government. 

Mr. Rorrnson. This Government does not pay the expenses of the 
individual bondholder’s representative organization. 

Senator Green. I am trying to find out who does pay these gentle- 
men who represent these bondholders. 

Mr. Rostnson. The German Government pays their expenses in 
part, and in part the individual bondholders pay them by having a 
very small amount deducted from the first payment. 

Senator Green. Don’t you know on what basis they are paid ? 

Mr. Rontnson. We know definitely on what basis they are paid, and 
we review their expenses and their financial operations. 

Senator Green. But they get additional payments, do they not, from 
the bondholders for representing them ¢ 

Mr. Rosrnson. No; they do not. 

Senator Green. How do you know 4 

Mr. Rositnson. Under the arrangements, they get this very small 
amount, they collect this very small charge from the first payment to 
the individual bondholder, and after that, nothing. 

Senator Green. How do you know that these groups of bondhold 
ers do not pay their attorneys anything in addition to what the Gov- 
ernment pays them? 

Mr. Rosinson. We review the accounts from these organizations; 
we know where their resources have come from. 

Senator Green. In other words, to get back to the original ques- 
tion, you don’t know anything about any agreement made on a con- 
tingent-fee basis between the bondholders and their attorneys whom 
you recognize as such? 

Mr. Roprnson. We know there are no arrangements for contingent 
fees with respect to the Foreign Bondholders Protective Council, or 
United States Committee for German Corporate Dollar Bonds. Their 
fees are not calculated on any sort of contingent basis. 

Senator Green. May there be additional fees in addition to the 
agreement ? 

Mr. Ropsrnson. No, sir; not to our knowledge. 

Senator Green. That is my point, you don’t know whether there is 
or not, do you? 

Mr. Roprnson. We do know there are no additional fees. 

Senator Green. How do you know there is not such an agreement? 
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Mr. Rorinson. We review the total resources of these organizations. 
We know where their fees come from and we know that there are no 
other resources. May I suggest that these questions might well be put 
to the various creditor representatives when they appear here 
tomorrow. 

Senator Green. I don’t think the witness is answering my ques- 
tions about bondholders in general. He is talking about some agree- 
ment in effect with a certain class of bondholders. 

The Cuarrman. I think the witness and the Senator have each a 
right to their opinion as to what they have expressed. 

Senator Langer? 


CONSULTATION WITH FOREIGN RELATIONS COMMITTEE 


Senator Lancer. I have been very much interested in the question of 
both the chairman and Senator Green. 

I notice in your compilation that it dates back 10 years ago. (See 
p. 51.) 

Have you done anything yet during those 10 years to find out 
what is involved ? 

Mr. Rippitepercer. What was that, sir? 

Senator Lancer. Have you placed any ads in the newspapers, in 
any of the 70-plus German language newspapers in this country 4 
Have you advertised at all? 

Mr. Rippterercer. | don’t think, sir, that as a Government depart- 
ment we advertise. We do that through the issuance of press re- 
leases, 

Senator Lancer. Have you at any time gone to the trouble of 
seeing whether you could do something to protect the interests of these 
bondholders ? 

Mr. Rippiesercer. I think on at least 3 or 4 separate occasions we 
have reviewed the matter before this committee or before subecommit- 
tees of this committee, that is the plan that we had. 

Senator Lancer. Have you a record of those ? 

Mr. Rippuiepercer. Yes, sir. 

Senator Lancer. Would you leave them with the committee, the 
record of the 3 or 4 times that you say you went before subcommittees, 
and what you said ¢ 

Mr. Ripptevercer. I suppose that is in the files of the committee. I 
have myself been down once before, I believe, in connection with it. 

The CHatrMan. I am informed that we have a record of it. Mr. 
Riddleberger has been in Germany and has been called back for fur- 
ther service by the State Department here in this country. 

(Staff note The files of the Senate Foreign Relations Committee show that 
consultation on the German debt settlement between the committee and repre- 
sentatives of the State Department, took place on the following dates: Consulta- 
tive Subcommittees on European Affairs and Economie and Social Poliey, 
jointlhy—January 28, 1952, and February 26, 1953. Full committee meetings: 
June 11, 1952; June 13, 1952; and June 25, 1952.) 


VALUE OF AVERAGE BOND 


Senator Lancer. I notice in your statement that the average holding 
of bon Is Was about 83.700 in 1943. 
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Mr. Rippiepercer. Yes, sir. What page is that on, Senator? Is 
that on the first page / 

Senator Lancer. Paragraph 3, the first page. 

Mr. Rippiesercer. Paragraph 3? 

Senator Langer (reading) : 


In 1943 the Treasury Department conducted a census of American-owned 
foreign assets, including dollar bonds. This census was not complete and only 
$83.4 million par value of German dollar bonds were reported. There were, 
however, 25,409 separate reports filed averaging $3,700. Of these reports, 24,366 
were submitted by individuals for a total of $56.6 million; 2,575 by estates 
and trusts for a total of $9 million; 1,457 by business concerns for a total of 
$17.7 million, and 11 by nonprofit organizations for a total of $45,000. The 
attached table reflects the geographical distribution of the reports submitted by 
individuals. 

I take it that you have the addresses of these people that had these 
25.000—— 

Mr. Rippiesercer. This was not ours; this is the Treasury De- 
partment survey. 

Senator Lancer. They have the addresses, don’t they 4 

Mr. Rippiesercer. We got this from the Treasury Department. 

Senator Lancer. Did you ever cireularize these 25,000 people? 

Mr. Rippiesercer. No, sir; not tomy knowledge. 

Senator Lancer. Did you ever turn that list over to any of these 
groups that were organizing these bondholders, claiming they were 
protecting them ? 

Mr. Rippiesercer. We didn’t have control over this list; this was 
a Treasury list and the information was confidential. 

Senator Lancer. I want to know whether any outsiders ever got 
access to that. Iam interested in what Senator Green and Mr. Wiley 
wanted to know. 

Mr. Ripp_esercer. Not to my knowledge. 

Senator Lancer. You say you haven't got the list ? 

Mr. Rippvepercer. I haven’t got the list. 


POSSIBILITY OF BUYING BONDS AT A DISCOUNT 


Senator Langer. I notice in the State of Wisconsin 1,076 people 
own these bonds. Do you know whether anybody in the State of 
Wisconsin, or any other State, went out and bought these bonds at a 
discount ? 

Mr. Rippiesercer. Well, sir, I could not answer that, because I 
think I can explain why: As you recall, shortly after Hitler came 
to power in 1933 default on interest commenced, and the consequence 
was that there was a very substantial depreciation in these bonds at 
a time when trading in the bonds was still legal, so consequently I 
have no doubt there are a number of persons who may have bought 
the bonds at a discount between, say, 1933 and 1941, when the trading 
in the bonds was discontinued. 

Senator Lancer. I notice that they had a hearing before a Senate 
committee in 1932. Then you got this list in 1945. What have you 
done since 1943, if anything, in connection with these various bond- 
holders in order to get them informed or keep them informed as to 
what was taking place / 

Mr. Rippiesercer. I think, sir, just as I have described this morn- 
ing in this series of press releases and in several press conferences, we 
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have tried to disseminate information to the public about what was 


being done. 
ATTEMPTS TO INFORM PUBLIC OF STATUS OF BONDS 


Senator Lancer. Did you put whatever the result was of these 
press conferences in the German newspapers ? 

Mr. Ruppiesercer. In German ? 

Senator LAncrEer. Yes. 

Mr. Rippiesercer. We can’t force any newspaper to publish any- 
thing. ‘The best we can do is give it the most complete and accurate 
information available. 

Senator Lancer. To whom did you give it ? 

Mr. Ripptesercer. It was issued as press releases from the State 
Department and the Securities and Exchange Commission. 

Senator Lancer. Did you send out that press release to the German 
newspapers in this country ? 

Mr. Ripptenercer. No, sir; but several of the German newspapers 
have correspondents who are established or were in Washington, and 
who. as I reca!!, covered the State Department, and information was 
available to them in the same manner it was available to any other 
correspondent. 

Senator Lancer. Did you ever make any effort to find out whether 
these correspondents published the results of these conferences in the 
German newspapers ¢ 

Mr. Ripptesercer. We hoped they would. 

Senator Lancer. Did you ever make an attempt to find out whether 
they did or not ? 

Mr. Ripptesercer. Let me see, Senator. I am trying to recall. I 
believe that on one occasion, yes, I had a conversation in which I] 
pointed out the importance of this matter to one of the correspondents 
that was connected with some of the German newspapers. 

Senator Lancer. Have you in your office a list of all the German 
newspaper published in America ? 

Mr. Rippiesercer. We may have it in the Press Section of the State 
Department. I don’t have it in my office. 

Senator Lancer. Did you ever mail any press releases directly to 
them ? 

Mr. Ripptesercer. No, sir; because I don’t think we ordinarily do 
that. 

PROTECTION FOR BONDHOLDERS 


Senator Lancer. Mr. Chairman, I am very interested in the ques- 
tions you asked, and those of Senator Green. As far as the Senator 
from North Dakota is concerned, I do not propose to vote for any- 
thing that would give a lot of speculators a lot of unearned money, 
and I certainly would ask the witness to produce some testimony that 
these bondholders are being protected. 

Mr. Ripp.esercer. Senator, my recollection is, over this period of 
time when these negotiations have been proceeding, that a number of 
these releases were certainly picked up and repeated in the financial 
press. I think you will realize of course the technical nature of the 
subject, and perhaps it did not make headlines on page 1 of the paper, 








AGREEMENTS WITH THE FEDERAL REPUBLIC OF GERMANY 31 


but certainly to the extent we could, we emphasized the importance 
of this matter. 

Senator Lancer. Mr. Riddleberger, you are begging the question. 
You had over in the Treasury Departme nt, according to your own 
paper, 21,366 names of bondholders, and you say yourself the Treas- 
ury Department had over 25,000. 

Mr. Rippiesercer. Yes. 

Senator Lancer. Yet you tell this committee you never circular- 
ized these bondholders at all ? 

Mr. Rippiesercer. No, sir. 

Senator Lancer. You never gave them this information. 

Mr. Rippiesercer. No, sir, Senator, and I can assure you that I 
was certainly not authorized to do that, and I will not speak for the 
‘Treasury, but I am not yet certain that they could turn that informa- 
tion over to anyone outside the Government, because the reports mav 
have been confidential. 

Senator Lancer. That is all. 

(The document previously referred to, Distribution of German 
Dollar Bonds in the United States, is as follows:) 


DISTRIBUTION OF GERMAN DOLLAR BONDS IN THE UNITED STATES 


The best information available indicates that there are presently outstanding 
German dollar bonds, both governmental and private, totaling $287.2 million 
including accrued interest. It is not possible to determine accurately the distri 
bution or the size of the individual holdings of these bonds. There are, however, 
several sources of information on the subject which are considered reliable and 
they clearly indicate that the dollar bonds are widely distributed throughout the 
United States and that the size of the holdings are relatively small. 

The Senate Committee on Finance conducted hearings from December 18, 1931, 
to February 10, 1932, on the sale of foreign bonds and securities in the United 
States.’ According to information brought out at these hearings, the dollar 
issues of the Dawes and Young loans were marketed in the United States by about 
150 banks and over 1,000 securities dealers. The hearings further disclosed 
that of 40 representative German dollar bond issues with a par value of $152 
million there were 37,100 separate sales averaging $4,100 each 

In 1948 the Treasury Department conducted a census of American-owned 
foreign assets, including dollar bonds. This census was not complete and only 
$83.4 million par value of German dollar bonds were reported.* There were, 
however, 25,409 separate reports filed averaging $3,700. Of these reports, 21,366 
were submitted by individuals for a total of $56.6 million; 2,575 by estates and 
trusts for a total of $9 million; 1,457 by business concerns for a total of $17.7 
million, and 11 by nonprofit organizations for a total of $45,000. The attached 
table reflects the geographical distribution of the reports submitted by individuals. 

On December 9, 1941, the securities exchanges in the United States, at the 
request of the Securities and Exchange Commission, suspended dealings in listed 
securities of German origin. Over-the-counter brokers and dealers were likewise 
requested to refrain from effecting transactions in such securities. The suspen- 
sion continues and the Securities and Exchange Commission considers that it 
cannot withdraw its request until measures have been taken which will insure 
that the looted bonds do not find a market in the United States. It is not believed, 
therefore, that there has been any appreciable change in ownership of German 
dollar bonds since the outbreak of World War II. 

The Foreign Bondholders Protective Council in the spring of 1952 made an 
analysis of over 7,000 inquiries it had received regarding German dollar bonds. 
This analysis indicates that the pattern of small individual holdings reflected in 
the Treasury survey has continued. 


1 Hearings before the Committee on Finance, U. S. Senate, 72d Cong., Ist sess., pursuant 
to S. Res. 19, sale of foreign bonds and securities in the United States, pp. 162, 905, and 
918 

21. S. Treasury Department, Census of American-owned Assets in Foreign Countries, 
1947 
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Distribution of German dollar bonds held by individuals reported in the 1943 
Treasury Census 


Number of Number of 
reports reports 

Alabama areca tomas ; 78| New Jersey RS eee a 
Arizona . ; on 28] New Mexico____-~- 2 ee fees 9 
Arkansas see ai 15) New York tie cewe * Tree 
California__- s _.._.... 1,108] North Carolina— Sick ah tail sen 41 
Colorado Sicha ree 197 | North Dakota aM a 63 
Connecticut ia a Oa = 200 | O10. ie-<<« 6 587 
Delaware ee : 84 | Oklahoma... __- 6S 101 
District of Columbia_-- ” 153 | Oregon fal rT tale 235 
Peete ake wb ana hits 208 | Penneyivania.._..........-.... 1,548 
Georgia 5 dil lied aati ‘ pe EO a ee ee 129 
Idaho scl saacaeebaenreenaanren a oe) ee en 42 
Illinois ae . 2,877] South Dakota___.___ papal 28 
IIR ciccuscicenasenactasmioces r 164 | Tennessee en Ecbtabinces 141 
lowa ae J 339 | Texas ‘ i satis Bory 176 
Kansas 138] Utah Be Eero 22 
Kentucky sa aaa Saat Set t VORUIOE. ct iedkctowemiebe -_ 67 
I atcoh 173 | Virginia : eee 108 
ee vem 212) Washington ; saan sani 214 
Maryland cepacia ‘ Boel Webt Virginia....... 0. 31 
Massachusetts_- ae 609 | Wisconsin ee eee 1, O76 
Michigan ban oli 513 | W voming pices ares > 27 
Minnesota _ 7 i at etsse ic dees am nescialnia o 7 
Mississippi one noe We) Pere BIOs. es occ weccunmane 4 
Missouri ecmteicaii - 1,158) Alaska 3 ce aaetiel 9 
IN tS oe ae ae 61] Other locations_______________ 128 
Nebraska PRE 8S : 308 . 
Nevada ete Ae a ee 6 | Total : ere 
New Hampshire_______- 46 | 


LETTER FROM THE SECRETARY OF THE TREASURY 


The Cuarrman. In order to readily understand what we are doing 
here, namely, to pass upon agreements that seem to have the ap- 
proval of the Department, and seem to have also the approval of the 
Secretary of the Treasury, Mr. Humphrey, it would be helpful to 
place these documents in the record. 

May 26, 1953. 
Hon. ALEXANDER WILEY, 
Chairman, Foreign Relations Committee, 
United States Senate, Washington, D. C. 

My Dear Mr. CHAIRMAN: I wish to refer to the message from the President 
of April 10, 1953, transmitting to the Senate the agreements with the Federal 
Republic of Germany which relate to the arrangements for the settlement of 
German external debts. 

Throughout the development of the settlement program and the negotiations 
for the settlements, the Treasury Department has been represented on an in- 
formal interdepartmental committee on claims against Germany. Through this 
medium the Treasury has furnished advice to the Department of State with re 
gard to financial policy aspects of the settlement arrangements. 

It is the Treasury’s view that the agreements which have been concluded con- 
stitute a fair and equitable setilement. It is also our view that the agreed re- 
duction in the amount of the United States postwar claims to be collected from 
the Federal Republic of Germany is essential in order to permit the overall 
settlement to take place, and that the amounts, terms, and conditions established 
for settlement of these postwar claims are reasonable in the light of the cir- 
cumstances. 

In addition to its interest in the financial policy aspects of the settlement 
generally, the Treasury has also been concerned with the treatment of its hold- 
ings of German bonds issued in connection with awards of the Mixed Claims 
Commission, United States and Germany. In conjunction with the State De- 
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partment, arrangements were made for representation of holders of such awards 
at the London Debt Conference. The Treasury has followed closely and ap- 
proved the agreement reached for the settlement of this claim, and is of the 
view that the amount. terms, and conditions of the settlement are satisfactory. 

It is my belief that these settlement agreements are in the interests of the 
United States Government and private American creditors, and that early ap 
proval thereof would be desirable. 

Very sincerely yours, 
G. M. HUMPHREY, 
Secretary of the Treasury. 


LETTER FROM THE CHAIRMAN OF THE SECURITIES AND EXCHANGE 
COMMISSION 


The Cuarrman. We also have here a letter dated June 15, 1953, from 
the Chairman of the Securities and Exchange Commission, which I 
will place in the record at this time. 

(The letter referred to is as follows :) 

JUNE 15, 1953. 
Hon. ALEXANDER WILEY, 
Chairman, Foreign Relations Committee, 
United States Senate, Washington, D. C. 

My Dear SENATOR WILEY: The Commission has requested me to write you 
with respect to the agreements with the Federal Republic of Germany transmitted 
to the Senate by the President on April 10, 1953, and referred to your committee 
on that date. These agreements relate to the settlement of German external 
debts and to the validation of German dollar bonds. 

The Commission has participated in the negotiations for the settlement of 
German external debts through representation of its foreign economic adviser 
on the State Department’s Interdepartmental Committee on German Debt Settle- 
ment. The Commission’s primary concern in these negotiations relates to 
the protection of United States investors in German dollar bonds which had been 
sold in the United States following World War I. These bonds represent obliga- 
tions of the Government of Germany, states and municipalities, and of German 
industrial and utility enterprises. There were offered in this country more than 
85 different issues of German bonds in these categories for a total amount of 
over $114 billion. Of this original amount, it has been estimated that about 
$720 million principal amount of bonds were still outstanding at the outbreak 
of World War II. Giving effect to the treatment of these bonds under the 
proposed debt settlement and the interest which has accrued on them, the German 
prewar dollar debt in the form of bonds held by the public represents well over 
half of the total of Germany’s prewar external debts expressed in dollars. 

When these bonds were originally offered for sale in the United States, there 
was widespread distribution of them throughout the country and many small 
investors became holders of them. It is the Commission’s impression, based 
upon its voluminous correspondence with holders of German bonds and upon 
data which have been assembled by other Government agencies and representa- 
tives of the bondholders, that these bonds continue to be widely held in almost 
every part of the United States, and that the average holder of these bonds is the 
small investor whose holdings range from 1 to 5 bonds. 

In view of this apparent public interest, the Commission agreed to act in an 
advisory capacity to the Department of State in the preparation for the negotia- 
tions leading to the settlement of German external debts and in the selection of 
committees and other personnel invited by the Department to represent United 
States bondholders in these negotiations. The Commission’s decisions and 
advice on these matters have always been predicated upon the application of the 
same fiduciary standards as it applies to domestic reorganizations and security- 
holder representation. While the Commission does not consider that it would 
be appropriate for it to comment upon the adequacy of the specific terms of the 
offers to the various classes of bondholders which are contained in the agreement 
on German external debts, it is of the opinion that these fiduciary standards have 
been applied in the negotiations upon which the agreement was based. In addi- 
tion, the Commission feels that, generally, the arrangements for the settlement 
of the bonded debts provided in the agreement are fair and equitable to the 
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United States bondholders, as between the interests of United States creditors 
and those of other countries, and as between the various classes of creditors. 

As to the agreement between the United States and the Federal Republic 
of Germany concerning the validation of German dollar bonds, signed in Bonn 
on April 1, 1953, which is now before your committee, the Commission has a 
more particular interest. This agreement, when considered in conjunction with 
the executive agreement relating to the establishment of procedures for valida- 
tion of dollar bonds of German issue which was signed in Bonn on February 27, 
1953, will establish the necessary conditions for the restoration to the United 
States securities markets of German securities and permit the orderly resumption 
of trading in outstanding German dollar bonds while preventing our markets 
from being used for the disposal of looted bonds. 

Members of the Commission’s staff have for some time cooperated with the 
staff of the Department of State and with representatives of bondholders and 
trustees for German bonds in consideration of a German law for the validation 
of German foreign currency bonds which was enacted on August 25, 1052. In 
November 1952, at the request of the Department of State, I headed a mission 
‘to Germany to work out with representatives of the Federal Republic an imple- 
menting ordinance under the validation law applicable to dollar bonds. — Follow- 
ing these discussions, and after informal consultation with your committee, the 
executive agreement of February 27, 1953, was completed and signed. This im- 
plementing ordinance and executive agreement establish the procedures whereby 
holders of German dollar bonds may present them to a board having its head- 
quarters in New York for validation. The agreement concerning the validation 
of German dollar bonds, which is before your committee for consideration, pro- 
vides that holders of dollar bonds that have not been validated pursuant to these 
procedures cannot resort to the courts of the United States for the purpose of 
enforcing their rights under such bonds. It may be noted that the agreement 
on German external debts also provides that only bonds which have been validated 
will be paid. 

On the outbreak of the war in December 1941, our national securities exchanges 
suspended dealings in all bonds of German and other Axis origin and this Com- 
mnission, after consulting with the State and Treasury Departments, requested 
the cooperation of brokers and dealers in refraining from effecting transactions 
in these securities. The financial community has cooperated with us and there 
has, therefore, been no market for German dollar bonds in the United States since 
December 1941. 

Following the termination of hostilities in Europe, this Government was in- 
formed that large amounts of securities of various denomination had disappeared 
from Berlin shortly after its occupation by the Soviet forces. Among the securi- 
ties which disappeared were a substantial number of dollar bonds of German 
issue which has been estimated by representatives of the Federal Republic of 
Germany to run as high as $350 million principal amount. These dollar bonds 
for the most part found their way back to Germany through German vurchiuses 
made at the depreciated prices to which these bonds had fallen in our markets as 
the result of default on interest and amortization payments prior to World War 
II. Whey were being held in the vaults of the Berlin banks pending the termina- 
tion of the war for delivery to the trustees for cancellation in accordance with 
the bond indentures. 

In passing, it may be well to recall that this Commission, in its report to the 
Cong , on protective committees and agencies for holders of defaulted 
foreign government bonds, criticized the practice of certain foreign governments 
on the use of dollar resources to repurchase and repatriate their dollar obliga- 
tions at deflated prices while withholding the contractual payment of interest 
and amortization The Commission today is of the same view as to the indefen 
sibility of this practice. 

However, to permit a resumption of trading in German bonds in our markets 
without other measures would be to open these markets to the bonds which had 
been so repatriated by the Germans before the war and had upon the end of the 
war been looted by the Soviet forces who now hold them rhe Commission, 
therefore, is of the opinion that the public interest, as well as the interest of the 
holders of German dollar bonds, fully justifies the taking of measures to prevent, 
so far as possible, these looted bonds from finding a market place in the United 
States and from being unloaded upon unwary and innocent purehasers who 
might be induced, directly or indirectly, by Soviet agents tu buy them. The 
Commission has discussed not only with representatives of this Government 
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and of the Federal Republic of Germany, but, also, with representatives of the 
national securities exchanges, of the over-the-counter brokers and dealers as- 
sociations, of the bondholders committees, and of the trustees, possible alternative 
measures for permitting a resumption of trading in German bonds without re- 
quiring their presentation for validation by the bondholders. None of these 
measures, however, has commended itself as being feasible to any of the parties 
consulted except the specific procedure incorporated in the implementing ordi- 
nance and executive agreement pursuant to the German validation law. In the 
working out of this ordinance and agreement, the Commission kept in close 
touch with representatives of the financial community, received and accepted 
many valuable suggestions from them which are almost without exception 
included in the ordinance and agreement as enacted and signed. 

In view of the legal problems incident to the application in our country of the 
German validation law through executive agreement, consent to the ratification 
of the agreement concerning the validation of dollar bonds is being recommended 
so as to prevent the holders of looted bonds from using the processes of American 
courts to enforce payment on them. The Commission hopes that this agreement 
will receive the early and favorable consideration of your committee and the 
Senate so that normal transactions in German securities may soon be resumed 
in our markets. The early consummation of this is particularly important to 
the Commission because of the pressure which is constantly developing from 
bondholders, as well as from dealers and brokers to resume transactions in 
German securities. The signing of the debt settlement agreement has augmented 
these pressures and the fact that transactions are taking place in foreign markets 
has also measurably increased public interest in German securities. 

Postponement of the resumption of orderly trading in validated German dollar 
bonds would unavoidably provide opportunities for Soviet agents to extend their 
efforts to unload their looted bonds in our country. It should be recalled that 
the present situation with respect to the markets in German bonds rests upon 
an informal request by this Commission to the financial community and upon 
its cooperation with this request. However, there is no legal sanction which 
this Commission believes it could impose were transactions to be resumed in 
German bonds without the approval of the Government and, in such case, it 
would be practically impossible to proceed with validation as contemplated or to 
prevent the sale here of looted securities by the Soviets. The board for the vali- 
dation of German dollar bonds has been appointed, has established headquar- 
ters in New York, and is making expeditious arrangements to commence its 
validation operations in the near future. The Commission, therefore, urges 
that the agreement concerning the validation of German dollar bonds, as well 
as the other agreements with the Federal Republic of Germany transmitted by 
the President, be made effective as promptly as possible. 

Sincerely yours, 


DONALD C, CooK, Chairman. 


LETTER FROM THE DIRECTOR FOR MUTUAL SECURITY 


The Cuarrman. I also have before me a letter from the office of 
the Director for Mutual Security, Mr. Harold E. Stassen, which I 
ask to have placed in the record at this point. 

(The letter referred to is as follows:) 

JUNE 16, 1953. 
Hon. ALEXANDER WILEY, 
Chairman, Committee on Foreign Relations, 
United States Senate. 

My Dear Mr. CHatrMAN: This is in reference to the four agreements relating 
to the settlement of German external debts which the President submitted to the 
Senate on April 10, 1953, for advice and consent to ratification. 

The Mutual Security Agency has been represented on a interdepartmental com- 
mittee on claims against Germany, which has been concerned with the negotia- 
tions on these agreements. It is my view that the arrangements embodied in 
the agreements are in the public interest. The postwar aid settlement which was 
developed in consultation with the National Advisory Council on International 
Monetary and Financial Problems, and in accordance with the criteria established 
by the Economic Cooperation Act of 1948, as amended, is reasonable in the light 
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of German ability to pay and other relevant considerations. Moreover, the re- 
establishment of normal financial and commercial relations with Germany 
brought about by these agreements will represent a major achievement in our 
postwar foreign economic program. 

Our goal of building a strong and free Europe has been greatly advanced by 
the remarkable economic recovery which has taken place in Germany. The eco- 
nomic revival in the rest of Europe and the political advances, such as the estab- 
lishment of the steel and coal community, could not have taken place without 
the restoration of a healthy German economy, to which American aid has made 
a significant contribution. 

The agreements now before the Senate represent another forward step toward 
the same goal. At the present time, Germany is in default on its debts. German 
commerce is carried on under the threat of attachment in foreign countries. Nor- 
mal banking relationships have not been reestablished. Currency regulations 
prevent the transfer of earnings on equity investments. These are serious dis- 
advantages for a great commercial country, and they operate as a drag on the 
healthy revival of world commerce. 

The restoration of German credit is as essential to continued recovery in Eu- 
rope as the restoration of the German industrial plant. The flow of private in- 
vestment abroad from our country must be stimulated if a healthy economic 
development among our trading partners is to be substained. The resumption of 
service on the German debt will not only improve the opportunities for private 
investment in Germany, but will help to restore confidence among investors which 
is essential if increased American private investment abroad is to become a 
reality. 

Sincerely yours, 
HAro_p E, STASSEN, 
Director for Mutual Security. 


FUNCTION OF THE GOVERNMENT 


The Cuamrman. There undoubtedly was a situation especially when 
it was legal to transfer and deal in these bonds, where so-called sharks 
could buy these bonds. However I question whether it is the funtion 
of the Government itself, when I buy a foreign bond at this time, at 
least, to police me or police the bond. 

In talking about gouging, I had in mind the experience that many 
have had who have bought bonds, whether they were local or 
whether they were issued in this country or abroad. When the market 
goes down we get a litle fearful and we want to sell them. Some of 
these people have sold their bonds. 

You should have a complete record of those registered bond trans- 
actions, before such transactions became prohibited in 1941. Is that 
the correct date ? 

Mr. Rippiepercer. In 1941, Senator. 

The CuarrMan. If anyone wanted to sell a registered bond, he 
could do so. 

Now, the people who bought foreign bonds bought them with their 
eyes open. However, those people whose bonds are not registered 
have another problem. Many of those bonds undoubtedly have been 
sold although it was illegal to transact business in them. 

In the gouging process, to use that term, which I didn’t use in any 
other sense except that when it was illegal to transfer the bonds, 
whether registered or unregistered, there is a matter that should be 
investigated. 

The Government has enough to do, rather than try to protect some- 
one who was asleep and bought the bonds. I have been in that same 
class myself in the past, in relation to domestic securities that after- 
ward turned out to be a good investment. 
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Now, it is the function of the Government to do just what they have 
done here: They have set up various groups and they have gone to- 
gether through the agencies of the State De partment and effectuated 
an amicable arrangement in relation to various categories of bonds 
with the Government of Germany. There has been, as I understand, 
no force or anything of that kind used, and they have arrived at a 
final determination as to what discounts should be taken in each cate- 
gory. Now itisup to us either to ratify, or not to ratify. 


BANK PURCHASES OF FOREIGN BONDS 


Senator Lancer. Mr. Chairman, I was interested from this aspect: 
After World War I, our Government went into Rhode Island, into 
Georgia, Wisconsin, Montana, Minnesota, and walked into banks and 
said, “We want to look over your bonds.” 

These banks have excellent bonds. I was a director of a bank. Then 
they said, “You will have to put 10 percent of your money into foreign 
bonds.” We bought bonds loon Brazil. The Government forced us 
us to pay for them at par, and they got down to 17 cents on the dollar. 
I want to find out whether or not the German bonds during those 
years were included. 

The CHarrMan. I agree that you do make a point there, but I 
never heard that the Government of the United States or anyone 
authorized to speak for the Government of the United States, had 
anything to do with telling a bank it had to buy such and such bonds. 

Senator Langer. I will be glad to supply you with the evidence. 

The CuHarrmMan. It will be very interesting to know that the Govern- 
ment of the United States, or someone representing it, did such a 
thing. I think that might very well be looked into, because that is 
abominable, as far as I am concerned. 

Is there anything else? 

Senator Gillette? 


REVIEWING TERMS OF THE AGREEMENTS 


Senator Gitterre. 1 would like to ask a few questions. 

The CuatrmMan. Well, carry on, sir. 

Senator Guttetrr. Mr. Riddleberger, as I understand these agree- 
ments that are before us, one of the agreements was a treaty that was 
entered into by the United States and the West German Republic and 
some 18 other nations. 

Under the terms of that agreement, as I deduce here from what is 
before me, there is an agreement that the United States shall scale 
down from $3.2 billion to about $1.2 billion, its claims for assistance 
rendered postwar Germany. 

Mr. Rippterercer. That is right. 

Senator GILLETTE. Or, substantially, there is a $2 billion writeoff. 
Have you the figure as to what writeoff was conceded by the other sig- 
natory nations ¢ 
Mr. RiwpieperGcer. Yes, sir, we have those figures. 
Senator Giuuterte. Is it in the record ¢ 
Mr. Ripptesercer. We will put them in. 

(These figures are as follows:) 
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German debt settlement—United States postwar aid (other than surplus prop- 
erty) to various European countries, 1945-51 
{In millions of dollars 

Loans as 


Country Amount percent of 
total aid 


embou 632 28.9 
2, 123 8.1 
Ck : 3,014 33. 2 
It 1, 681 12.0 
Net 929 38. 9 
( ed Kingdon 2, 538 13. 2 
DD not include loans of $1.2 billion to France and $3,750 billion to the United Kingdom made in early 

p period 


Senator Ginterrr. Now, in addition to that there was a companion 
agreement that is now before us, a treaty under which bap ate Amer! 
can creditors will be paid in ill to the amount of 47,600,000: Is 
that correct ? 

Mr. Rippiepercer. Yes, sir 

Senator Ginterre. Was that done in face of the fact that the Bonn 
Republic publicly stated that postwar Pt gets had priority ¢ 

* Rippievercer. That is correct, 

Senator Gitterre. I have a statement t published in the New York 
Fimes of March 3, 1953, and IT will read a portion of it 


‘I State Department announced today that steps have been taken to organize 

ependent and private committee to represent the interests of the United 

Si s | lers of German corporate dollar bonds at a conference now in progress 

n Londor The task of setting up such a committee has been undertaken by 
Beardsl Rumi 


ind so forth. 
For what purpose did the State Department set up that organi- 


Zul né 
Mr. Rippierercer. Mr. Chairman, to have a group who could act 
poke men for this particular the Bao of debt. The situation here 
is not the same as it was fol » Foreion Bondholders Protective 


\ 

Council, or for the standstill pete so we attempted to get com 
petent reliable persons who could speak far this kind or category of 
ol livations. 


DISTRIBUTION OF BONDHITOLDERS 


Senator Gitterrr. In that connection, I was interested in the list 
that you filed here showing the widespread distribution of holders 
of these bonds. 

] now refer to the oblig: ation or imp ylied obligation to assist Ameri- 
can citizens in claims against nations or institutions abroad. Does it 
make nee difference to the State Department whether they are in the 
tS States or 1 State? 


Mr. Ripptenercer. No, sir. I would say we attempt to represent 
the general national interest. 

Senator Gitterre. Then there is no force to your argument that 
you presented to us here that these bondholders are distributed widely 
over th -country 5; that _ no force, does it ? 

Rippiesercer. [ think that has force. We attempt to repre- 
sent, of course, the Nation in the best manner we can. 
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Senator Gitterre. Would you not represent them just the same if 
they were all in Maryland or all in Iowa / 

Mr. Ripptesercer. We would represent them just the same. 

Senator GiutLetre. So, does it ge particle of difference? Now, 
IT read from your statement : 


The Senate Committee on Finance conducted hearings from December 18, 1931, 
to February 10, 1832, on the sale of foreign bonds and see aritie in the United 
States. According to information brought out at these hearings, the dollar 


issues of the Dawes and Young loans were marketed in the*’United States by 
about 150 banks and over 1,000 securities dealers. 


ASCERTAINING WHLO BONDIHLOLDERS ARI 


Now. evervone who was alive at that time, knows the tainted 
atmosphere that permeated the Nation with reference to the h indling 
of those bond sales. 

Does the State Dx partm nt know now who holds those bonds ? 

Mr. Rippt EBERGER. Mr. Chairman, | could not Sav, sir, that we know 
the holders of ev« ry bond, and I ce at is self-evident because there 
were transactions in these bonds, rt from the original issue that 
went in this country from the thirties a beg pardon, the twenties—— 

Senator Ginterre. Then, have you no such list / 


Mr. Ripptevercer. We have no such list 


Senator Gitterre. Don’t you know where they are? 


‘ oe . ia ] : ; 
\ir. Rippiesercer. The best information that we could get, Senator, 
was put together in this compilation that is based primarily on Treas 
ury OUTCeS, 
Q bie iS f lon’t. kno | se cas Rcd 
Senator Gitterre. If vou don’t know where thev are. and where 
ly] ] ad ] } ] | ; ] int , 
held, and in what amount, how do you know that the amount was 


S46, 600.000 ¢ 

Mr. Ripptepercer. We have to estimate on the basis of figures that 
are eiven to us, what we think is the situation. 

Senator Gitterre. Given to you by whom ? 

lv. Rippiesercer. By the Germans 

Senator GiuLerre. The Germans / 

Mr. Rippiesercer. And the trustees. 

Senator Gitterre. Don’t you bother with the organizations that 
you set up to protect American security holders? Didn't they furnish 
you with anything? 

Mr. Rippitevercer. Well, to the extent we can eet information, of 
course we try to get it, but I cannot say that we have a list giving the 

resent ownership of every bond, under a number of issues that is 
now held in the United States 

Senator Gitterre. Let me ask you this: Do you know whether this 
sum of $546,600.000 represents the face value of the bonds originally 
cold, or the cumulative value with the interest up to the present time ¢ 

Mr. Rippiesnercer. May I consult on that / 

Senator GitLerre. Surely. 

Mr. Rippiesercer. That is the amount to be paid under settlement. 

Senator Gruterre. | don’t understand. Does it represent the pres- 
ent day value of the bonds, with the accumulated interest, or aan 1t 
represent the original face value ¢ 

Mr. Rippitepercer. Yes, sir, you may observe various arrangements 
are made in the annexes to that agreement providing for the payment 


There are certain things such as extension of maturity. 
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Senator Gitterre. Do you expect this Senate to ratify the treaty 
and consider these annexes in the agreement part of the treaty ? 

Mr. Ripptesercer. I think I tried to explain in my earlier statement 
precisely what we are asking the Senate to do, because, after all, we 
are asking the Netelieipty vrne. cheatin agreements as fair and equitable, 
but the agreements themselves are agreements between the private 
debtors and cretlitors. 

Senator Gitterre. But what you have brought before us then, when 
it is reduced to its lowest terms, is an agreement under which you 
people represent the United States of America and agree to write off 
substantially $2 billion of obligations to the United States which, of 
course, will have to be made up by the taxpayers. There is no other 
way to make it up; and at the same time because Germany could not 
handle them all, Germany was not financially able to pay the postwar 
debts to the Government, and to pay these private investors that had 
taken their chances before, you consented to write off $2 billion of 
obligations so that these private creditors could be paid in full. Is 
that not a fact? 

Mr. Ripptesercer. Senator, may I reply to your question, to your 
remark, which I think is very accurately expressed by perhaps ampli- 
fying the reason why this is done? 


COMPARING AID TO GERMANY WITH OTHER RECIPIENTS OF 
GOVERNMENTAL POSTWAR AID 


bo the first p lace, in respect of this intergovernmental aid settlement, 
» tried to give to Germany roughly the same kind of treatment that 
was olven to other recipients ot governmental post war aid. 

I don’t know that this Government has ever taken the position that 
because we made a grant to, let us say, a recipient country under the 
Marshall plan that we would say that the private debt could not be 
repaid because that assistance was granted. 

What you say, sir, is entirely true. We have written down the post- 
war aid claim approximately two-thirds, and that is done im order, 
shall I say, to make possible the reestablishment of the credit, normal 
credit, of Germany and fully recognizing that in this case the Govern- 
ment was making a considerable sacrifice, we attempted to do it so 
that it would be in line with other settlements that are made with the 
Marshall plan recipients, but we do not for a moment deny that there 
has been this large reduction in the postwar aid claim. 

Before we undertook this negotiation, the principles of it, as I 

ecall, were explained in some detail to, I think, this committee, and 
we had, of course, the approval of the National Advisory Council, and 
may I say'that if there is to be any attempt to reestablish the normal 
credit rel: ationship of Germany anywhere throughout the world, then 
a settlement of the prewar external debt was in our opinion essential. 

\s we stand today, German foreign trade cannot be financed in 
what you would call the normal channels of bank credit. It has to be 
financed from the reserve of the German Central Bank, and we hope 
with the restoration of the normal trade and credit fabric, that Ger- 
many can return to a state which will enable it once more to not call 
upon us for aid, but be able to stand on its own feet. Now, in so doing 
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we tried to effect this settlement, as I think is shown in the last chart 
in the Senate document here, in a way that is comparable to settle- 
ments that were made to other countries. 


PAYMENTS OF PRIVATE DEBTS AND UNITED STATES AID 


Senator Guerre. Can you give us a list of countries where you 
have made concessions under which private holders of securities would 
be paid prior to us? 

Mr. Ripptesercer. Well, sir, I cannot recall a case in which we have 
forbade the payment of private debts because we granted assistance. 

Senator Gitterre. No; but can you cite a case in which we have en- 
tered into an agreement whereby we subrogate our obligations or scale 
them down in order that private holders of securities could be paid 
before the United States Government ? 

Mr. Rippiesercer. I can only answer that, Senator, by saying that 
the original theory of the priority of the governmental claim arose 
out of circumstances which did not exist in other countries, namely, 
the long controversy with the Soviet Union over, shall we call it, Ger- 
man economic unity and reparations, and it was for that reason and, 
in our opinion, most sensibly, that we insisted upon the priority of 
this claim. We think, sir, when we look back over the history and 
see what has happened in the Eastern Zone, we have to admit that this 
was a wise decision because otherwise there was no assurance that our 
aid might not simply be siphoned into the East. 

Senator Gitterre. [am not questioning the wisdom. Iam question- 
ing, or asking you to amplify your statement that this was in accord- 
ance with the policies that we had followed by writing off or scaling 
down Government obligations in order that private holders could be 
paid. Do you have any “such instance to give us? 

Mr. Rivpterercer. I think it is in accordance, because if you take 
the proportion of what might be called grants-in-aid, to loans, you 
will see what we have done here is roughly comparable to what has 
been done for other West European countries, and that is the real 
basis of our argument, that plus the other point I made about the res- 
toration of normal commercial relations, and we tried to show that in 
the last part of the committee document. 

The CuarmrMan. I would like to have you state again, because I 
didn’t quite understand what your position is on the $546 million. Is 
that payment in full 

Mr. Pierson. That should be explained, is not a payment in 
full of the private debt. The private rica also took a reduction, 
either in the form of a lower rate of interest and an extension of 
maturity, or actually a forgiving of a certain amount of interest. 





CHANGE IN NATURE OF OBLIGATIONS 


Senator Gitterre. Where is that shown, Mr. Pierson ? 

Mr. Pierson. It is all shown in the annexes. 

The Cuarrman. Where is the annex, so we can have it identified ? 

It is better to clear it up in the record as we proceed, than to have 
to go bac ‘k over it again. 

Mr. Pierson. Look at page 242, Senator Gillette, Executives D, E, 
F, and G. 

Senator GiitLerre. What do you call attention to there? 
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Mr. Pterson. What I am referring to is the change in the nature 
of the obligations, the obligations as originally set up, and as the holder 
now receives them, under the agreement. 

Senator Gitterre. The first is the Dawes bonds, reduced from 7 
percent interest to 514 percent interest; is that the reduction you re- 
fer to? 

Mr. Pierson. That is right, then look under interest arrears. In 
the third column. 

Senator Gitterre. Then, there is a scaling down in the interest, 
but the $546 million represents the face value of the bonds, plus ac- 
cumulated interest scaled down in rate. 

Mr. Pierson. That is right. 

Senator Gitterre. Now, Mr. Chairman, I would just ask 2 or 3 
questions with reference to this protective group. 

Mr. Rippienercer. May I reply to one question of Senator 
‘rillette’s ¢ 

You asked for other examples. I do reeall now, Italy resumed pay- 
ments on debts while still receiving aid, and my recollection is also 
that in the case of Denmark, payment was also made while receiving 
aid. 

Senator Giuterre. Iam glad to have that. 

Mr. Rippiesercer. I was trying to think which the countries were. 


BONDHOLDERS PROTECTIVE COUNCIL 


Senator Gitterre. T notice on the list in the back of this ec ‘port of 
the Conference on German External Debt,” there is a group, or rather 
a list of groups and their representatives present, and he's name of 
James Grafton Rogers appears as president of the Foreign Bond- 
holders Protective Council, representing holders of German bonds, 
including state and municipal, as well as corporate bonds under Gov- 
vernment guaranty. 

That group seems to have been the most active group over a number 
of years in trying to secure payment of these bonds. 

i wonder if you could give us a description 1 of this group, and who 
established the Bondholders Protective Council. 

Mr. Ripptenercer. Could I turn that question over to Mr. Robinson ¢ 

Mr. Ronrnson. Mr. Rogers will be on hand, I understand, to testify 
before the committee tomorrow. 

Let me say briefly that at the time that a large number of the de- 
faults occurred, back in around 1930, there was a great deal of discus- 
sion at that time of ways and means of protecting the people who held 
those bonds. It was recognized that the individual bondholder was 
in a very poor position to negotiate or deal with a foreign sovereign 
government in this matter 

At the invitation of the Government, a private group took the 
initiative in forming a Bond Holders Protective Council which was 
actually established in 1933. It is a private group, independent of 
the Government. We do not exercise, or endeavor to exercise any 
control over its operations, except its internal financial condition 
which we review periodically. 

Senator Guerre. Does the Government contribute financially to 
tf 

Mr. Rosinson. It does not. 





AGREEMENTS WITH THE FEDERAL REPUBLIC OF GERMANY 43 


Senator Gitterre. Has it in any way? 

Mr. Ropinson. It has not. 

Senator Gitterre. In view of the fact that this agreement will be 
further considered, and this gentleman I referred to by name will be 
on the stand, I will defer those questions to ask him. 


FINANCIAL HISTORY OF BONDS 


The CHairman. I wonder if I could interject there. 

Senator Gitterre. Of course. 

The Cuatrman. I would like to again refer to page 242. 

You referred to the Dawes bonds, that is the item that Senator 
Gillette said remains the same in capital, original capital plus reduced 
interest. Now, is it not true that these bonds originally were in de- 
fault at one time and then there was a settlement on them; am I right 
about that ? 

Mr. Rippiesvercer. I don’t remember that. 

The Cuatmrman. Now my recollection is, and it is incomplete, that 
after the German bonds defaulted, there was a settlement or a reassess- 
ment of some kind. Afterward they defaulted again, as I recall. I 
think that history must be brought out. 


BALANCE OF TRADE WITH GERMANY 


Mr. Ripptesercer. Perhaps I could explain part of that to you, but 
it goes back to the German trade situation before the war. 

Now, to simplify this, I should say that normally the United States 
has a favorable balance of trade with Germany, while Germany norm- 
ally has a favorable balance of trade with most of the other creditor 
countries, creditors in the sense that Germany owed them money. 

Therefore, it was possible for countries like the United Kingdom 
and France to impose what was known as a clearing on Germany, and 
thereby force a certain payment of foreign debts. Since our balance 
was always favorable with Germany, this possibility did not exist. 

Consequently, the situation in respect to some of these bonds is not 
the same because those countries could do something that we could not 
do, they could say, “We will block a portion of the proceeds of Ger- 
many’s exports to pay off debts,” while with us, having to balance the 
other way, obviously that could not be done. 

I think if that is what you refer to, that is the situation. I don’t 
recall 

The Cuarrman. If that is definite, I wish you would check it. My 
memory serves me to the effect that there was a reduction or a read- 
justment after the First World War. 

Mr. Ripptesercer. There was something else in the sense that in 
1933 the German Government dogged the transfer. However, they 
did permit German investors to make payments into the conversion 
office of German foreign debts showing what payments were made in 
reichmarks. They did offer, as this interest accumulated, they did 
offer certain dollar bonds payable after a certain number of years in 
dollars, in other words, there were some transfers of interest. 

Senator Gitterre. Mr. Chairman, the inquiries I make I feel are 
very pertinent, and I think those facts can be easily established and 
drawn up for presentation for our record. 
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THE SO-CALLED DAWES BONDS 


The Cuarrman. Let me put one other + ce ma Is it true that the 
Dawes bonds, so-called, were the original bonds, or were they reissued 
for other bonds? 

Mr. Prerson. They were the original bonds, Mr. Chairman. 

The CHatrMan. What was the date of them ? 

Mr. Pierson. 1922. 

Mr. Ripp.espercer. 1924. 

Mr. Prerson. I have an able assistant in the room who can answer 
the question. 

The CHatrmMan. What was their total v: alue ? 

Mr. Ripptesercer. The issues were in various countries, Mr. Chair- 
man, and I will have to look it up to get the total amount here. 

Senator GitteTrr. I have just one more question. 

The CHarRMAN. Proceed. 


EXECUTIVE ORDERS OR TREATIES 


Senator Guerre. I have had considerable correspondence with the 
Department of State with reference to this matter over the last year 
or two, and I have put the letters in the Congressional Record so I 
do not want to burden the record here. However, I do want to ask 
Mr. Pierson one question with reference to a letter that I addressed 
to Secretary Dulles under date of February 19, 1953, and I quoted to 
him from the Wall Street Journal of January 22, and I now quote: 

The State Department lawyers, however, have been undecided over how 
the United States should go about approving the German validation method 
for bonds to be traded in the United States. Some argue the United States 
could accept the German law by signing of the executive agreement between this 
country and the Bohn officials. Others insisted the bonds were actually a treaty, 
and should be put before the Senate as such for ratification or recommendation. 
Top State Department legal advisers however decided to go along with the SEC 
recommendations that the Executive orders between the two nations would be 
sufficient. 

May I ask you when and why they changed their minds and decided 
that this matter ought to be prese nted to the Senate ? 

Mr. Pierson. I think I had better refer that to the legal division, 
Senator. 

Senator Giitierte. All right. 


STATEMENT OF JOHN M. RAYMOND, ASSISTANT LEGAL ADVISER, 
DEPARTMENT OF STATE 


Mr. Raymonp. My name is John M. Raymond, Assistant Legal 
Adviser of the Department of State. 

Senator, that account is a somewhat garbled account. I don’t 
know where it originated, but there were two entirely distinct problems 
that we considered. One was in the nature of an executive agreement 
to set up certain machinery for validation of the bonds, and that 

‘eement is in your Senate document at page 153. 

“The ‘re was also the necessity for having a treaty in connection with 
the validation procedure in order to give legal effect to certain pro- 
visions that were essential if it was going to work, and that is before 
the committee now and appears at page 143. 
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There were two separate things, and one was handled by an executive 
agreement for reasons that were explained to certain members of 
this committee some little time ago, because we wanted to get certain 
procedures under way to save time, if that was agreeable with the 
committee; and the other is now before you for ratification. 

Senator Guerre. That is all, Mr. Chairman. Thank you. 


COMPARING AMOUNTS OF LOANS 


The Cuatrman. There has been called to my attention on page 241, 
the amount of these respective loans that we were inquiring about. 

On page 242 the Dawes loan appears at $115.7 million, of which we 
hold in the United States 50-odd percent of the total, but it gives you 
a final amount of $546,600,000, which is substantially the same as the 
$547,000,000, the amount that was mentioned in Secretary Dulles’ 
letter. 

It would appear in arriving at the $547 million you have fergiven 
all accumulated interest. Is that correct? 

Mr. Prer:on. No. Senator. 

The original question was as to what was the total amount of 
the original Dawes issue, and the amount you find on page 241 is 
the amount estimated now to be outstanding. I wanted to make 
that clear. 

Senator Gitterrr. May I interrupt? 

Who gave that estimate as to what is our outstanding amount and 
on what was it based ¢ 

Mr. Pierson. That is based upon the record that we got through 
the trustees, and from the Germans who were at the negotiations. 

The CuatrMan, I notice it says “principal plus accrued interest in 
millions of dollars.” 

Do you mean the total outstanding of the Dawes loan was $115.7, 
which means principal plus interest 

Mr. Pierson, That is the amount estimated now to be outstanding. 


PAYMENT OF PRIVATE OBLIGATIONS COMPARED TO GOVERNMENT CLAIMS 


The CHatrMan. I want to ask Senator Gillette a question. 

If I get your position, you feel that the shaving down of the 
claim that the Federal Government has against the German Gov- 
ernment, is out of proportion and there has been no shaving down 
of the so-called Dawes and other loans owed to private individuals. 

Senator GiLLeTre. That is substantially true, Mr. Chairman, and 
it points to the fact that the goal of these negotiations was to set 
the stage for payment of private obligations even if it had to be ef 
fectuated at the expense of the claims of the United States. 

I have no objection to aiding American citizens as legitimate claim- 
ants against any government, but my objection here is that we de- 
liberately wrote off two-thirds of our governmental obligations that 
had priority, in order that the private holders of securities that 
had been floated in many cases in questionable circumstances, could 
be paid substantially in full. 

The Cuarrman. What is the answer to that? 

Mr. Ripptesercer. Well, sir, I think I have attempted to respond 
before. 
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The Cuarrman,. I remember that. Do you have anything further 
to say on this subject? I realize that there may be some other angles 
to the matter. I notice again there are a percentage of these bonds 
held by the U. K., some by France, and some by Switzerland, and 1 
presume under the original arrangement, they are paid in full, too. 

Mr. Ripptesercer. Of course, there were accumulations, and like- 
wise a scaling down of the British claims for postwar assistance, as 
well as France. In other words, these governments whose nationals 
benefit from this settlement had to scale the postwar aid down. 


GERMAN BONDS SOLD THROUGH BANKS 


The CuatrMan. I thought Senator Langer made one issue when 
he said lots of these bonds were sold through the banks. Perhaps 
those bonds are still held, and perhaps our Government had some- 
thing to do with it indirectly. 

In other words, they were told they were good investments by sales- 
men who made quite a bit of percentage in selling them, but I don’t 
think the Government ever told them to buy them. I was just wonder- 
ing whether what he said might have been one of the reasons why a 
preferential settlement was given. 

Mr. Rippiepercer. Senator, I, frankly, cannot recall any Govern- 
ment action in authorizing German issues upon the American market. 
It is perfectly true that in the early days I remember as a college boy 
riding about and talking with people who had bought German bonds 
at that time, I think after the inflationary period was over in Germany, 
in the early twenties, and there was a renaissance of confidence in 
German ability to produce and pay, and no doubt, as you see from this 
large number of issues which were sold, that to some extent was true. 
But Tam not aware of any Government pressure. 


JUSTIFYING TERMS OF THE AGREEMENT 


The CHarrMan. It was the bankers themselves who were probably 
nterested in selling the bonds, and I am sure some of them did quite 
a bit of business, but I am looking again for a first justification. 

Under your plan, you feel you are going to make Germany congo 
cally sound and operative again, and in our case we will get 3314 per- 
cent on the dollar, where before we would not get anything. Never- 
theless you still have the argument that you are favoring some of the 
private owners as against the United States Government and thus I 
am asking for any other answers you have. 

Mr. Ripptesercer. I think in reply to that, that this is another 
endeavor to restore relations with Germany to a normal basis. With- 
out this settlement, I would think that any reestablishment of German 
eredit would be most difficult, if not impossible. 

The Crairman. Of course, but you might have said to the private 
bondholders, 3314 percent, and you might have gotten a lot to go along 
with you on that. 

Mr. Rippiesercer. I doubt very much if you would have gotten a 
settlement of the postwar claims of Germany without a settlement of 
the prewar debt because from the German point of view, reestablish- 
ment of this credit would be almost impossible without it, and in 
respect to the write-down of the claims, which we frankly admit the 
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magnitude of—there is no secret about it—we tried to do it so that 
we gave Germany a treatment that is roughly comparable to that given 
to other Marshall plan recipients. It is of course obvious that this 
write-down must take place, if there were to be a settlement of the 
prewar debt, so the idea there is to get a treatment that is about the 
same, 

The CHairMAN. Senator Humphrey ? 


ATTEMPTING TO IDENTIFY THE BONDHOLDERS 


Senator Humpurey. I am not very familiar with all the details, 
and my questions would just be an effort to clarify certain points that 
I have heard this morning. 

As I see it, the bondholdings of prewar German issues are being 
paid off, with practically a full principal, with perhaps some mark- 
down on accumulated interest. 

There were some questions asked by Senator Langer as to just who 
holds those bonds. Do I understand correctly that you have no diree* 
information as to who the present holders of the bonds are # 

Mr. Ripptevercer. No, we have nocomplete list, Senator. 

Senator Humpurey. I must confess that that does not seem to 
make very much sense to me. There seems to be somewhere along 
there a slip—— 

Mr. Ripptesercer. You can obtain that from other sources. I reeog- 
nize the validity of your remarks. I can only say perhaps if the 
legislation were passed that required everybody to register their bonds, 
perhaps you could get it that way, and even then you would still have 
a number of cases not reported. 

Senator Humpnurey. Has the SEC been working with the Depart- 
ment of State? 

Mr. Ripptesercer. Yes, sir. 

Senator Humrureey. | notice a letter from the Securities and Ex- 
change Commission. Does the SEC in any of its surveys or investiga- 
tions or studies, gather any information as to the holdings of foreign 
government bonds or foreign bonds ? 

Mr. Rippiepercer. Yes, sir. I think Mr. Cook, when he was down 
before the subcommittees gave testimony on that. We believe there 
is a wide dispersion of the holdings. We do not contend that the 
tigures we have given represent.a complete picture, because we simply 
don’t have it. 


PREVIOUS VALUES OF BONDS 


Senator Humpnrey. To what value did these bonds slip before 
trade was declared illegal ? 

Mr. Rippiepercer. The discount, as I recall, in the thirties was any- 
where from 60 to 70 percent. 

Senator Humpnurey. That is 60 to 70 de ‘prec iation ? 

Mr. Rippienercer. Depreciation, yes, sir. The consequence was, 
accordingly—and this gets back to the validation—the *y were able to 
buy back at roughtly a third or fourth of the normal vi alue of the bonds 
a number of these bonds which they took back, the Nazis took back to 
(Grermany. 

Senator Humpnsrey. Which were paid off at that price? 
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Mr. Rippiesercer. They were bought—no, they were not paid off. 
They were bought at these depreciated prices. That was a subject of 
very acid debate between us and the Hitler Government in the thirties, 
because we contended that at the same time the Nazi Government had 
defaulted on its obligations under the claim of lack of foreign ex- 
change, simultaneously they were permitting the acquisition of the 
bonds which had been depreciated through its own actions. 


PROFESSIONAL BROKERS AND SPECULATORS 


Senator Humpurey. Let us assume there would be some accumula- 
tion of these bonds in the hands of professional brokers and specu- 
lators. Then it seems perfectly obvious to me that when you have a 
fast falling market of de »preciated values, that the speculators get in 
here quickly; they always do. They certainly did it on American 
Government bonds, the Libe rty bonds. 

The big operators stepped in and squeezed out all the others that 
they could, and after they got the bonds, they got them back’to par. 
I recall that happening, and it seems to be happening again. It would 
be obvious, would it not, that had the bonds broken off at 60 percent 
or 40 percent or 50 percent, knowing the Government of the United 
States is always interested in the credit relations and fiscal relation- 
ships between our own nationals and other nationals of other govern- 
ments, that there might be some fast and loose playing around with 
those bonds in the market by those so-called sharpers; is that not a 
possibility ¢ 

Mr. Ripptesercer. That is always a possibility because, there was 
no legal obstacle to acquiring the bonds in those days. 

I might say, incidentally, that of course the persons who bought 
those bonds would probably have a certain confidence in the outcome 
of the Hitler regime, because the default existed from roughly 1933 on. 

Senator Humpnrey. What was your remark about confidence ? 

Mr. Ripptenercer. Might have had confidence. 

Senator Humpnurey. They also have faith and confidence in the 
Government of the United States. 

Mr. Rippiepercer. Well, in those years, and I am trying to say it, 
because I was in part of it myself, but the success the American Gov- 
ernment was having in obtaining any kind of satisfaction in this 
situation was absolutely nil, and we were just brushed off and had no 
success whatsoever; while, at the same time, I heard from the Reichs- 
bank directors that they knew this other purchasing was going on, but 
we got no satisfaction whatsoever. 


POSSIBILITIES OF BOND SPECULATION 


Senator Humpnrey. Let’s assume that there are a few speculators 
or holders reselling these same bonds back to the same people that they 
bought them from at depreciated values; is that not a possibility? Is 
there anything in this agreement that would in any way validate or 
legalize such activities? 

Mr. Ripptrsercer. I suppose, when trading is reestablished, that 
cases of that sort might arise. 

Senator Humpnurey. Take the situation in regard to the war assets. 
I was on a subcommittee that investigated that situation and found 
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wherever people were able to buy war assets from the Government 
at, a pittance they did so. Then when the Korean war came along, 
they sold it back to the Government at tremendous values. Is that 
situation comparable here, when the Government steps in on this 
business. 

Mr. Ripptesercer. I don’t think that is strictly comparable, because 
there is no question of ‘,overnment assets going back. There may be 
an appreciation in the value of the bonds because of the settlement, yes. 

Senator Humeurey. In fact at par, wouldn’t that be 100 cents on 
the dollar? 

Mr. Ripptesercer. | suppose that would depend upon the individual 
investor and his judgment as to the value of the bond under the new 
conditions of payment. I suppose that will be something that will 
develop when trading is resumed, what you or I may think is the 
risk and the interest rate will decide the question of judgment in 
purchasing bonds at that time. I suppose everyone will be free to 
trade once more in these securities, and the bid and selling offers will 
no doubt determine price. 

Senator Humpnrey. As far as I am personally concerned, I see the 
value in being able to get the trade relations and economic relations 
back on a normal footing with the Federal Republic, and I have no 
particular opposition to the kind of preferential settlement that comes 
in terms of the individual bondholders. But when it comes to these 
fast operators, I will be very candid with you: I don’t like it. 

I am trying to learn if they went out and nh, iv the public first 
- got hold of these bonds and, having the bonds, sold them back 
again, thus paying themselves over and over a half dozen times. 

ie. Lovucuneim. Senator Humphrey, you were not here when I 
spoke on this earlier. We have no evidence that there has been that 
type of transaction that you describe. At the outbreak of the war 
we requested the cooperation of the financial communities to abstain 
from any dealings in German and other Axis securities. 

Senator Humpurey. Do you mean in World War II? 

Mr. Lovucruem. 1941, yes, sir. We have heard from time to time 
statements that there have been transactions, and we have a voluminous 
cor respondence asking. from var ious sources, for per mission to acquire 
these bonds or, in other cases, to sell them. 


PURCHASE OF LOOTED BONDS 


More recently, as the settlement negotiation proceeded, there has 
been revived interest and transactions were taking place abroad, there 
have been more persons who wanted to acquire the bonds, thinking 
they were good values, as you say, but we have refused approval. 
We have pointed out that the validation procedure is imminent, and 
until they can establish the validation, we cannot prevent looted bonds 
from finding a market in the United States, if we should give our 
approval to these transactions the persons buying looted bonds might 
profit thereby, so we have refused permission in all cases. 


POSSIBILITY OF TLLEGAL TRADING 


Senator Humpnrey. I am familiar with the looted bond aspect. 
But let us assume that these negotiations started with the German Fed- 
ral Republic in 1951. 
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In the meantime, supposedly there is no legal tr ading i in these bonds; 
is that correct ? 

Mr. Loucnuetm. No trading. 

Senator Humpnrey. I want to know if there is any penalty upon 
the illegal trading? Let’s assume I had a bond: somebody calls on 
me and says, “We know that you are iu ardpressed with your mortgage 
now due. How about 50 cents on the dollar? That is 20 cents more 
than you would have gotten years ago. Perhaps I will go to 50, o1 
mavbe 55.” 

This kind of operation woes on. 

We watched this when the Government announced it was going to 
put on price controls. The most ridiculous thing happened. Prices 
skvrocketed. Everybody high-jacked the market for 60 days. I sat 
here and watched that happen. They were running out of pencils 
trving to mark up their commodities faster. 

Now, news has gotten out that you are negoti: iting this agreement, 
and what has happened. What happens to the fellow if he does what 
I pointed out‘ What happens if I make a trade here and there that 
you don’t know about # 

Mr. Ripptesercer. One of the difficulties he will run into is. we want 
to get the bonds validated. 

Senator Humpurey. What happens? 

Mr. Rippierercer. The validation procedure that we have entered 
nto with the German Government is predicated on the bond being held 
outside of Germany in 1945 by the registrant. That must be the 
person who makes application for validation. Now, if a man has to 
come in with a bond, then he has to 20 back and find through a chain 
of ownership who held the bond outside of Germany in 1945, and get 
the proper affidavit sent in, and that might give a lot of trouble to 
some people. 

Senator Humpnurey. What if this fast purchaser of bonds goes back, 


and this is not uncommon, to the original holder of the bond and Savs 
in effect, “You keep the bond; just ae it for the moment. You 
are the original owner of the bond, of course, as you bought it. I 


have you in a squeeze, SO you v0 ahe ad and keep th: at bond, and at the 
proper time redeem it at par, plus whatever arrangements there may 
be. Then when we are a il] through, we will have a little under-the 
table transaction. 

People have become accustomed to doing those kinds of things in a 
black market. It is happening on housing right now. There are lots 
of transactions like that on veterans’ housing, and it happened in the 
used-car business during World War II. 

Now, what can you do to prevent that ? 

Mr. Riopiesercer. Mr. Chairman, before Senator Humphrey came 
in, I tried to give such information as we possessed respecting the 
distribution of these bonds, admittedly based on old figures. I would 
like to add one more point, and that is, in 1952 the Foreign Bond- 
holders Protective Council made an analysis of, IT think, about 7,000 
inquiries that it received respecting German dollar bonds, and that 
indicated that the pattern of small individual holdings, which had 
been given by the Treasury figures in 1943, was still more or less the 
same. 

And we tried to prevent just what you have referred to by giving 
out as much information as we could, as we went along in these 
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negotiations, and I presented to the committee a list of press releases 
here. 

You see, it is rather formidable, in an attempt to explain to the 
public that these negotiations were under way and we hoped they 
would result in settlement in order to protect the interests of indi- 
vidual bondholders, and it seems to me the best we can do in that case 
is to disperse as widely as possible all pertinent information. 

I quite agree with you. I don’t know of any way of controlling 
individual dealings bet ween one person and another. 


POSSIBILITY OF ILLEGAL BOND TRAFFIC SINCE 1951 


Senator Humpnrey. I am not trying to be critical, I want you to 
know, Mr. Riddleberger. I have not any reason to believe there were 
any nefarious activities or illegal traffic in these bonds, up until the 
time it looked like there might be a settlement. I don’t think too 
many people during the earlier years would have taken that much 
risk—not even the spec ulators. 

However, I am asking about later on, in 1951, when the German 
Government, the United States, the United Kingdom, and France 
were interested in coming to a settlement of the whole debt problem 
with the German Republic. It was a commendable enterprise, and I 
am not critical of the task performed at all. Nevertheless, there are 
people who live by their wits, and not by their honest endeavors; we 
have seen a lot of that as we have investigated transactions on the part 
of our Government. There are people who have bought up critical 
materials at a few cents on the dollar when they got a little advance 
information perhaps on what might happen in the market. Then 
they were able to sell it back at tremendous profits, and we have no 
way of controlling it. 

In this case, a redemption of the bonds is something that the average 
person is entitled to, as long as they are individually held, In 
normal transactions. I see no reason for complaint about that, but 
what is there in the agreement, and what authority does our Govern- 
ment have, if we catch up with somebody who has obtained reasonable 
information that a good ae nt was to be made, and therefore has 
entered into this kind of undercover transaction? I am not in the 
realm of theory now. There are too many people in this country living 
like that. Frankly, I do not intend to be sitting around, letting people 
benefit under an agreement that we make, when other people have 
already lost a great deal. Plenty of them were practically liquidated 
because ot ao de fault of the German (sovernn ent on these bonds 
under the Nazi regime, and the failure of the bonds to pay off. 

What did we do with this type of character under this agreement ? 

Mr. Rippiesercer. I would say that we do everything we can to 
get the information out, and as widely disseminated as possible. 1 
won't contend that there is no possible loophole. We try to get on 
information published in all their hometowns in the Nation, and i 
seems to us the best you can do is put your information out as you go 
along and to my mind perhaps the greater protection was the an- 
nouncement itself that this negotiation for the settlement of the 
prewar debts was to be undertaken. I don’t know of any way other 
than that to warn an individual bondholder not to lose out by selling 
his bond too early. 
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Senator Humpurey. I realize that. I don’t think there is any 
way you could inform 159 million Americans of this unless you would 
go on a 2-year television and radio setup which would not be desirable. 
But again I am getting down to specific cases. 


WAYS TO PREVENT ILLEGAL OPERATIONS 


Does the SEC or does some agency in this Government have a way 
it could police what you would ‘call under-the-counter, illegal opera- 
tions? I think they are entirely. possible, specifically, a situation 
where somebody has bought up the bonds for a quick resale. 

Mr. Rippterercer. I would say, Senator, in my opinion that would 
be very difficult to police. 

Senator Humrpnrey. It is a possibility; is it not? 

Mr. RippLepercer. Possibly. I think the best we can do is get out 
all the information as fast as we can, and as soon as we can, for the 
protection of the holder. 

Senator Humrpnrey. Right now, it is too late; is it not? Let’s be 
frank about it. We are contemplating ratification. Anybody that 
was going into this kind of economic activity, has already made his 
move; he is undoubtedly watching the press as to what is the reaction 
of this committee, and what will happen through the United States 
Government in terms of ratification. 

What I am talking about is, are we trying to police the market in 
certain ways in normal transactions? What do we do in terms of 
those who have entered into sub rosa arrangements between 1951 
and 1953, knowing full well that the agreement most likely will be 
worked out and would be approved ¢ 

Mr. Rippievercer. I hope this very discussion here would offer a 
measure of protection. It might get a wider publication than we 
could obtain by our press releases. It might be something that would 
serve to prevent bondholders from being taken in by the type of 
person you mention, and I quite agree that the thing you have to do is 
try to let everyone know as soon as you can about it. I have per- 
sonally very grave doubts that there is any way of policing individual 
transactions such as you have described. 

Senator Humrnrey. If you see somebody stealing a loaf of bread 
from the corner grocery, he goes to jail. 

Mr. Rippiesercer. There was a lot of trading of securities from 
individual to individual, and transfers that were, shall we say com- 
pletely legal up to 1941, and any depreciated market—— 

The Cuarman. Let the Department of Internal Revenue be alerted 
to this type of thing. 

Mr. Rippiesercer. The Government can use the profit, and let the 
notice go out that all those that had bonds and sold them must report 
their sales to Internal Revenue, and then we will see. 

The Cuatrman. Is there anything further? 

Mr. Rippiesercer. I think that completes my testimony. 

I think we would like to ask Ambassador Pierson to appear next. 

The Cuarrman. All right. Mr. Warren Lee Pierson, United States 
representative on the Tripartite Commission on German Debts. 

We will continue until 1 o’clock and then recess until a quarter after 
2 and try to finish up with the witnesses today. 
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STATEMENT OF WARREN LEE PIERSON, UNITED STATES REPRE- 
SENTATIVE ON THE TRIPARTITE COMMISSION ON GERMAN 
DEBTS 


Mr. Pierson. These agreements and the rather long history of their 
negotiation are described in a letter dated April 4, 1953, from Secre- 
tary Dulles to President Eisenhower on pages 3 to 17 of Senate Exec- 
utives D, E, F, G of the first session of the 83d Congress, referred to 
this committee on April 10, 1953. 


NEGOTIATIONS PRIOR TO SIGNING AGREEMENTS 


For a fairly detailed account of the subject before this committee I 
refer to the document mentioned. As of possible assistance, however, 
I will briefly summarize the negotiations leading up to their signature 
in London on February 27 of this year. 

The origin of the whole proposal was the decision by the 3 
governments represented on the Allied High Commission, the United 
Kingdom, the United States, and France, in the fall of 1950 that as 
1 phase of reestablishing normal relations between Germany and 
the rest of the non-Communist world there should be a comprehensive 
debt settlement. This idea was considered several months by the 
German Federal Republic and an agreement was reached in March 
1951 to undertake such a settlement. 


TRIPARTITE COMMISSION 


Thereafter the 3 government, United States, United Kingdom, 
and France, set up the Tripartite Commission on German Debts—on 
which I was the United States member, with Mr. John Gunter as my 
alternate—to supervise the debt settlement and to represent the 3 
governments in the negotiations. At that same time the German Gov- 
ernment established a Committee for External Debts to represent all 
of the German interests. 

The Tripartite Commission called a preliminary conference in 
London in the summer of 1951 to explore the problems involved and 
to make plans for a full scale international conference. Private cred- 
itor representatives from the United States, the United Kingdom and 
France, as well as governmental representatives from other important 
creditor countries, participated in these preliminary meetings. 

It became clear very soon that the job being undertaken was extraor- 
dinarily complex because of the technical issues involved and tedious 
because of the great number and varied types of obligations. 

These meetings, however, served as a helpful get-acquainted pe- 
riod and provided us with information which was useful to the sev- 
eral interested departments of our government and to the National 
Advisory Council. Some of you who were members of this committee 
last year will recall that I appeared before you to outline the work 
we were doing and to ascertain your views on some of the major issues 
with which we were confronted. 
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TERMS OF SETTLEMENT FOR POSTWAR CLAIMS 


The first phase of the negotiations was the establishment of the 
terms of settlement for the governmental claims for postwar economic 
assistance, which have been discussed this morning. It was recog- 
nized at the outset that Germany could not make full payment on the 
total of her prewar and postwar debts. By informing the Germans 
of what tentative amount was accepti able and the terms of payment 
on the postwar claims, they were in a position to negotiate with the 
prewar creditors 

The establishment of the terms of settlement for the postwar claims 
offered some difficulties. The general United States policy y of treating 
Germany in accordance with the principles governing aid given to 
other European countries is a clear one, but a decision was required 
in order to apply this policy. We made such a decision. In my 
opinion the payment by Germany of $1.2 billion over 35 years at 214 
percent is a reasonable settlement, in the light of what we have done 
with other Western Kuropean countries. 

The British and French governmental claims had also to be settled. 
These two countries felt they should not be expected to offer such 
favorable terms as the United States because they were not in as 
strong an economic position as the United States and were themselves 
large recipients of United States aid. On the other hand, we felt 
that the full burden should not fall on the United States. Ulti- 
mately the British and French decided on a substantial concession 
25 percent reduction in principal and no interest to be payable, That 
Was on postwar debts, moneys advanced by Britain and France at the 
conclusion of the war. 


TERMS OF SETTLEMENT FOR PREWAR DEBTS 


The second phase of the negotiations was the London Conference 
beginning the last day of February 1952. The task of this Con- 
ference was to work out terms and procedures of settlement for the 
prewar debts by direct negotiations between representatives of the 
debtors and creditors. The function of the Tripartite Commission 
in those negotiations was largely supervisory—to make certain that 
the negotiations were conducted in such a way as to assure equitable 
treatment of divergent interests and to avoid agreements contr: iry to 
aeeeiaahaanel policies. The conference was attended by representa- 
tives of 28 countries, and United States private creditor interests were 
fully represented. 

I wish to note that the United States delegation received the full 
cooperation of these representatives. I am sure there is no better 
example of cooperation between United States governmental and pr i- 
vate representatives than we had in London for this Conference, in 
miy experience. 

The first job of the Conference was organizational. The Con- 
ference established four negotiating committees to deal with the vari- 
ous categories of debt and a creditors’ committee composed of repre- 
sentatives of all creditor groups. Each settlement proposal worked 
out by a negotiating committee had to be considered by the creditors: 
committee, before going to the Conference as a whole. 
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After the Conference was organized, a good deal of time was spent 
discussing “principles.” It was not until May—after the Easter re- 
cess—that the Germans made an offer. There was two difficulties about 
this offer. It was not big enough to make a settlement possible, and 
it was not made in relation to what could be paid on each category 
of debt—just an overall amount. 

The Germans came in and offered an amount which we didn’t think 
was equitable, and left it up to'the creditors as to how the distribution 
was to be made. We felt, and the creditors all agreed, that that was 
no way to make progress toward a settlement. 

Senator Smiru of New Jersey. Was that about a year ago? 

Mr. Pierson. Febru: ary of 1952 , yes, sir. 

It looked for a while'as if the Conference might break up. But 
talks were resumed on the basis of what the Tripartite Commission had 
recommended at the outset—that of working out settlement terms 
for each category of debt one at a time. The German delegation was 
able to agree to this approach by reserving the right to look at the 
total of their tentative commitments before concluding a final settle- 
ment. The terms for the Daws and Young loans were worked out 
first, and these constituted a basis for reference in negotiating the 
terms for other debts. 

GOLD CLAUSE PROBLEM 


A number of problems were encountered, and I wish to call your 
attention to three of particular importance to this country. 

(1) The first is the gold clause problem. Quite a few of the Ger- 
man obligations contained gold clauses. The problem of how to treat 
these clauses arose because of differences in the legal validity of these 
clauses from country to country. Under United States law, gold 
clauses are not valid, but in the case of many other countries they are. 
A lot of time was spent arguing about this legal problem, but ulti- 
mately a practical solution was found. It was decided that the gold 
clause would not have effect except that, where obligations had a gold 
clause and were payable in currencies that depreciated in comparison 
with the dollar, they wold be adjusted on the basis of the dollar. You 
might say a “dollar clause” was substituted for the gold clause. 

This arrangement was acceptable to the United States creditor 
representatives except in the case of the Dawes and Young loans. 
These two loans occupy a special position and were issued in many 
currencies. The Foreign Bondholders Protective Council felt that, 
if the face value of the bonds in currencies other than dollars were to 
be adjusted upw: ard, the dollar bonds should have some compensating 
adjustment. This argument was bolstered by the fact that the Hitler 
regime had discriminated against the dollar issues of these two loans. 
The Conference eventually agreed that the dollar issues would receive 
one-half percent higher interest and in the case of the Dawes loan, 
faster amortization. 


DEBT SETTLEMENTS AND TRADE POLICY 


The second important problem arose from German insistence that 
there should be some sort of commitment by creditor countries to buy 
their goods so they could earn foreign exchange to pay their debts. 
We. of course, argued that a debt settlement cold not be conditional 
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in any way and that a debt conference was no proper place to discuss 
trade policy. The Conference, however, did recognize that debt pay- 
ment would be facilitated by all countries following liberal trade 
policies. The agreement on the prewar debts contains a consultation 
provision arising from these discussions. If Germany does get into 
payment diflic ulties, the creditor countries agree to consult with Ger- 
many on how to deal with the situation. 


PAYMENT ON POSTWAR DEBTS 


The third important problem involved the payment on the postwar 
debts over the next several years. The settlement arrangements on 
the prewar debts that were worked out by the conference called for 
low payments during the early years with full payments beginning 
in 1958. No such arrangement had been made for the postwar debts. 

The Germans requested the United States delegation to make some 
adjustment for this initial period on the debt to the United States 
Government. Otherwise they felt the total involved in their tentative 
settlement arrangements on the prewar debts was more than they 
could recommend to their Government. We had made similar pay- 
ment arrangements with other countries. 

The United States delegation was authorized to make this conces- 
sion and did make it, in order to bring the conference to a successful 
conclusion. 

FINAL STAGE OF NEGOTIATIONS 


With the end of the conference in August of last year we entered 
the final stage of the negotiations. This ‘involved the dr awing up of 
the various governmental agreements. This proved to be a long and 
difficult job, mainly because of the complicated legal problems in- 
volved. In addition, in drafting the agreement on the prewar debts 
it was necessary to consult many creditor countries. I might add that 
we kept in close touch with the United States creditor representatives 
throughout this drafting process. 

The arrangements proposed will provide a very substantial contri- 
bution to restoring normal financial and commercial relationships 
between Germany and the rest of the non-Communist world. This 
fact alone, I think, justifies the leading role taken by the United 
States Government to bring about the debt settlement. 

But while the benefits of the settlement go beyond financial consid- 
erations, we should not overlook the fact th: it it is a good deal from 
the United States point of view. 

Germany will pay the rest of the world over a period of years about 
$3.3 billion plus current interest. During the first 5 years it is esti- 
mated this will require Germany to pay about $132 million annually ; 
and thereafter about $175 million annually. 

I believe that the agreement reached is fair, reasonable, and equit- 
ible from every point of view. 


UNITED STATES FINANCIAL INTEREST 


To get a better idea of the United States financial interest in this 
settlement, let us look at these two charts. One of them is on the 
wall, but perhaps it is just as easy to find them in the back of the 
book at pages 239 and 240. The first chart shows the principal of 
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the prewar debt broken down by categories and countries, page 239. 
Note that about $547 million is estimated to be payable to United 
States creditor interests—about one-third of the total payable by 
Germany. 

We have not prepared a similar chart on the postwar debt because 
it is well known that about 75 percent—$1.2 billion out of slightly 
more than $1.6 billion—is payable to the United States Government. 

The second chart on page 240 is more revealing as to the United 
States interest. It shows the annual payments Germany will make 
up to 1957 and after 1957. Amounts payable on prewar debts are 
shown by the shaded area and on postwar debts by the light area. 
Before 1957 the United States will receive $56 million per year out 
of a total of $132 million. After 1957 the United States will receive 
$90 million out of $175 million annually. Note that $57.3 million 
per year is payable to the United States Government. 

As you know, the agreements were signed on February 27, 1953, in 
London. I will not attempt at this time to analyze them. Later wit- 
nesses will deal with them in more detail. 

I conclude with the statement that in my judgment we have brought 
to a satisfactory conclusion a very complex problem. And aside from 
the financial benefits which will accrue to American interests, the 
restoration of normal financial and commercial relations with Ger- 
many represents a substantial contribution to the reestablishment of 
private enterprise between American and German businessmen. 

I submit for your consideration a table entitled “Total German Ex- 
ternal Debts.” 

(The document referred to is as follows:) 


Total German erternal debts 


{In millions of dollars] 


Original Amount as 
claim settled 

Prewar debt (estimate) ! ‘ 2 2, 600 1, 638 
Postwar debt: 

United States 3, 217 1, 208 

United Kingdom ‘ 563 420 

France 16 12 

Total . dina 3, 796 1, 635 

Grand total. _- 6, 396 3, 27. 


1 Estimates include interest arrears. 
? This estimate based on giving full effect to gold clause. 


REESTABLISHMENT OF GERMAN CREDIT 


The Cuatrman. Are there any questions, Senator Smith? 

Senator Smiru of New Jersey. I gather from your statement and 
presentation by the previous witness, that the real reason for scaling 
down our postwar claims was really to reestablish German credit, and 
the best way to‘do it would be to cut down the outstanding obligations. 

Mr. Pierson. That is correct, and that scaling down, in light of 
the formula adopted for other European countries, is used here. 

Senator SmirnH of New Jersey. That is the heart of the problem, 
and we will have to answer a great many questions on the Senate floor 
in regard to this big loss. 
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Mr. Pierson. I don’t want to avoid any responsibility on behalf of 
the negotiators themselves on that, but we did recommend that, before 
offering it to the Germans, we very carefully expored the situation 
with all interested departments of the Government, and we also took 
it up and advised the members of this committee—they of course did 
not approve it—but they knew what we were doing, and at least we 
had their good wishes on the matter, 

Senator Smiru of New Jersey. Do you feel that all private creditors 
terested were represented in that joint get-together in determining 
the prewar debts? 

Mr. Prrrson. We did everything humanly possible in London to see 
that they were represented, Senator. It is a labor of love on the part 
of many of those people that went there, and that does not sometimes 
bring out great numbers. 

Senator Smirn of New Jersey. Did you have any substantial objec- 
tion from them to the program you worked out ‘ 

Mr. Pierson. No. I think we had not only their assistance but 
their cooperation throughout the negotiations. 

Senator SMiru of New Jersey. That is all I have. 

The CHairMan. Senator George. 

Senator Groree. Mr, Pierson, the Hitler Government bought up on 
bonds in this country after the default of Young and Dawes. 

Mr. Prerson. Some of the corporate issues in addition. 

Senator Groree. They bought them up in this country out of the 
funds which had been accumulating, which they should have been 
applying to the interest on these bonds, and, which you are trying to 
take care of in this validation process. Isn’t that right? 

Mr. Pierson. That is right. 

Senator Grorce. You are trying to prevent those bonds coming back 
in the position to participate in this fund, aren’t you? 

Mr. Pierson. That is correct. 

Of course the German Government joins with us in that effort, the 
present German Government. 

Senator Grorce. I think you mention the investigation that went on 
before the Finance Committee, I notice a reference here in the state- 
ment, and I think it is correct; it was between December 1931 and 
February of 1932. Do you recall that investigation ? 

Mr. Pierson. No, I don’t, Senator. 

Senator Grorce. That related to the sale of bonds in this country, 
and particularly to the South American bonds, as I recollect. 

Mr. Pierson. I think that situation led to the setting up of the 
Foreign Bondholders Protective Council, which has been so helpful. 


THE JOHNSON ACT 


Senator Grorcr. I think that came in shortly thereafter. That is 
when I first heard of the Bondholders Protective Council. It was 
around 1932 or 1933. 

In 1933 we passed on an act in this connection. What was the 
name of that act ? 

Mr. Pierson. I think I heard a little about it. That did come in— 
it was the Johnson Act, I believe, which had to do with the purchase 
of foreign securities, making loans to governments who had defaulted 
upon their securities. 
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Senator George. That’s right. It concerned making loans to gov- 
ernments. Senator Johnson of California offered it, according to my 
recollection. 

Mr. Pierson. That is right. 

Senator Grorce. It was known as the Johnson Act. That was, of 
course, subsequently repealed or finally emasculated down to a point 
where it disappeared. 

Mr. Pierson. I think that had to do with the conference at Bretton 
Woods, the monetary conference, as a result of the agreements. 

Senator Grorce. That is very true; yes, sir. That concerned itself 
not only with the Dawes bonds—the Dawes bonds were in 1924 and 
the Young bonds were in about 1930, I believe—but it mainly concerned 
itself with the South American and some of the Latin American 
countries. 

Now, do you have anything to add beside what you have covered 
in your general statement as to why we saw fit to discount the claim to 
the government itself? Do you have anything further to say as to 
why we do not insist upon a like reduction of the individual bonds, 
German bonds and municipal corporate bonds ¢ 

Mr. Prerson. I don’t have anything to add, Senator, except again 
to call attention to the fact that this priority status that the Govern- 
ment had for its obligations grew out of this unpre cedented situation in 
Germany where, if we had not had a priority status, the Russians 
would probably have milked the country of what we provided. 

Senator Grorce. | have no further questions. 

The CHAIRMAN. Senator Green ? 


REPRESENTATION FOR CLAIMS OF UNITED STATES CREDITORS 


Senator GREEN. Mr. Ambassador, you have stated that the claims of 
creditors in the United States were fully represented. How many 


. such interests were so represented ¢ 


Mr. Prerson. The four major categories of debt. Senator, were 
represented by people in London whom we thought were handling 
their interests intelligently. They had to do with the Government 
debt, the Young, Dawes, State loans and similar governmental obliga- 
tions, private bond i issues by German corporations sold in this country, 
the standstill credits held by Americans, and then a volume of miscel- 
laneous claims such as balances owed by German subsidiaries to their 
companies in the United States, insurance claims, and a variety of 
miscellaneous matters. 

Senator Green. How many such groups were there in all? 

Mr. Prerson. Four. 

Senator Green. Will you furnish us with a list of them ? 

Mr. Prerson. Yes. ‘There is one more I should mention, the Mixed 
Claim Award holders, who were also represented. 

Senator Green. How many representatives did each have? 

Mr. Pierson. I will have to get the list, Senator, and give it to you 
exactly. 

Senator Green. What is it roughly? Was it 1, 2, 3, or a half 
dozen, or a dozen apiece / 

Mr. Prerson. They went from two to a dozen in the various groups. 
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Senator Green. Will you furnish the committee with a list of the - 
groups and of all the representatives of each group ? 

Mr. Prerson. I have here, Senator, a report of the conference which 
was published in London, which has on pages 55 to 59 the names of 
all the creditor delegations, and on pages 58 and 59, the United States 
creditor delegations with the names of those present. 

Senator Green. Does that include all these private groups? 

Mr. Prerson. It includes everybody who was at the conference. 

Senator Green. Does it include everybody, whether they were pri- 
vate or public ? 

Mr. Prerson. That is right. 

Senator Green. And does it give the names and addresses of each 
one of the delegates or representatives ? 

Mr. Prerson. It doesn’t give the address, but most of them are well- 
known people, and easy to get. 

Senator Green. Would you have the addresses ? 

Mr. Prerson. I can get them; yes, sir. 

Senator Green. Will you furnish us with those too? 

Mr. Pierson. Yes, sir; we will be glad to. 

(The information referred to above was submitted to the committee 
and appears on a subsequent page of this volume.) 

Senator Green. Now, were these delegates as you call them, or 
representatives, all lawyers ¢ 

Mr. Pierson. Some of them were bankers, financial people. Most 
of them were officers of banks or trust companies. 


PAYMENT TO REPRESENTATIVES OF GROUPS OF BONDHOLDERS 


Senator Green. Were any of them in the pay of the United States 
Government ¢ 

Mr. Pierson. Not that I know of. I think not, not to my knowledge, 
and my colleague says no. 

Senator Green. Did the United States Government pay them any- 
thing? 

Mr. Pierson. No, sir. 

Senator Green. Did the United States Government pay any of their 
expenses in attending the conference / 

Mr. Prerson. No, sir. 

Senator Green. By whom were those expenses paid ? 

Mr. Pierson. They were paid by the groups themselves in the course 
of negotiations where the German Government undertook to reimburse 
them. 

Senator Green. Do you know what the compensation of these rep- 
resentatives was in any case / 

Mr. Prerson. Certain groups had their compensation presented to 
the State Department for approval and those we know. On the 
others, we do not, because there were private arrangements. 

Senator Green. What was the reason for the distinction? Why 
did some have it approved and others not ? 

Mr. Prerson. The State Department, in order to be sure that some 
holders would be represented, was instrumental in interesting people 
to go to the conference, and their compensation was subject to scrutiny 
by the State Department. 
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Senator Green. Then, if the State Department scrutinized their 
compensation, it must have that information. 

Mr. Pierson. That is right. 

Senator Green. Can you furnish us, the committee, with that ? 

Mr. Pierson. Let me ask somebody. Yes; I understand we have it, 
Senator Green. 

Senator Green. Then will you undertake to do that ? 

Mr. Pierson. Yes, sir. 

(Subsequent to the hearings, the following information was sub- 
mitted by the State Department :) 


EXPENSES INCURRED IN CONNECTION WITH NEGOTIATIONS 


Under the provisions of article X of annex IT to the Agreement on German 
External Debts, the United States Committee fer German Corporate Dollar Bonds 
is entitled to reimbursement from the German debtors for expenses incurred in 
connection with the negotiations. As a matter of practice, and in accordance 
with the understanding between the committee and the Department, the commit- 
tee has submitted its statement of expenses to the Department for approval prior 
to their submission to the German debtors’ organization. 

The following statement of expenses covering the period from February 28 to 
July 31, 1952, has been approved by the Department: 


UNITED STATES COMMITTEE FOR GERMAN CORPORATE DOLLAR BONDS 


WASHINGTON 6, D. C. 
OCTOBER 29, 1952. 
Expenses incurred by the committee in connection with the representation of 
holders of German corporate dollar bonds at the London Conference on German 
External Debts, including compensation to committee members, February 28 to 
July 31, inclusive: 


{mount 
Travel expenses ; $11, 040. 05 
Miscellaneous office expenses — a ote 2, AGG. 08 
Compensation of committee members 19, 149. S9 
Legal services ‘ ii a ie 12, 500. 00 
OR ies maaan atin pone =.= 44,857. 81 


Vane 
28, 1953, has been submitted to the Department for its consideration and is 
awaiting approval: 


The following statement covering the period from August 1, 1952, to February 


UNITED STATES COMMITTEE FOR GERMAN CORPORATE DOLLAR BONDS 


WASHINGTON 6, D. C. 
May 9, 1953. 

Expenses incurred by the committee in connection with the representation of 

German corporate dollar bondholders at the London Conference on German 

External Debts and in connection with the general execution of the agreement 

as it affects the settlement of German corporate debt issues, including compen- 

sation and expenses of committee members for the period August 1, 1952, to 

February 28, 1953, inclusive : 

{mount 

Travel expenses $ 


1, 852. 77 

Miscellaneous office expenses . 3. 296. 72 
Compensation of committee members 13, 150. 01 
Legal services 19. 500. 00 
Total 37, 799. 50 


Under the provisions of paragraph VIII (2) of annex I of the Agreement on 
German External Debts, the Foreign Bondholders Protective Council is entitled 
to reimbursement from the German debtors for expenses incurred in connection 


with the London Conference. There is set forth below a statement of these 


851382—53 -5 
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expenses covering the period of the Conference (February to August 1952) sub- 
mitted by the Council to the head of the German delegation: 


Transportation___- a ee ee pete me 
Legal services___ ~~ sari bi ack ra er Schiikan aibiekienissaepetia soahedaakich 36, 693. 64 
Living expenses and miscellaneous vicina ticaamcaiia scence ciate 15, 819. 96 


aisiisinen. * Oe Cae ae 





Total carne bint — nie 
STATE DEPARTMENT APPROVAL 


Senator Green. Now, in some cases the State Department did not 
approve it. Do you know the reason why you did not approve it? 
Mr. Pierson. I don’t think it concerned the State Department. 

Senator Green. But in some cases they did approve and in some 
cases they did not approve. Why was there the distinction ¢ 

Mr. Prerson. Some groups were represented voluntarily by the 
people. The State Department had nothing to do with that. If the 
State Department had to go out and get representatives, then they 
wanted to be sure they knew what the compensation was. 

Senator Green. There were only four groups altogether. How 
many were voluntary and how many involuntary ? 

Mr. Prerson. I think the only one I call involunt: ary, at least mean- 
ing those who the State Department requested, I think there was only 
one group. 

Senator Green. That you called in? 

Mr. Pierson. Yes. 

Senator Green. Then, there was only one group which the com- 
pensation was not approved by the State Department, is that what you 
mean ¢ 

Mr. Pierson. 1 want to be sure I get this question answered 
accurately. 

There was only one group, Senator, that the State Department 
went out and interested, where there was any compensation paid. 
There wes one hae representative who served voluntarily, and I 
am sure received no compensation. 

Senator GREEN. Well, do you mean there were only two cases which 
the State Department did not approve the compensation ? 

Mr. Pierson. I think there was only 1 case where the State De- 
partment did approve, 1 group where it did. 

Senator Green. There was one where it did. 

Mr. Pierson. Yes. 

Senator Green. The State Department did not approve the others. 

Mr. Pierson. The others were voluntary representatives, and there 
was ho occasion to. 

Senator Green. Do you happen to know what the compensation 
was in those cases which were not approved ? 

Mr. Prerson. No. 

Senator Green. Do you know whiether it was contingent or not? 

Mr. Pierson. I don’t know; I have no knowledge on the subject. 


COOPERATION AT LONDON CONFERENCE 


Senator Green. You say in your report that there is no better 
example of cooperation than that between the United States Govern- 
ment and representatives in London to the conference; yet you don’t 
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know how much they were paid, or whether it was on a contingent 
basis or not. 

Mr. Prerson. All my statement goes to, Senator, is that they were 
cooperating with the Government negotiators in recommending a 
settlement, and they were very cooperative in that. 

Senator Green. They were cooperative in getting more for their 
groups than the United States Government got for its group, is 
that not right? 

Mr. Prerson. The United States Government offer was made before 
the private creditors negotiated their arrangement. 

Senator GrEEN. The United States Government made no contribu- 
tion, and paid no part of the expenses of any of these representatives ¢ 

Mr. Pierson. No, sir. 

Senator Green. Is it correct that there was no item anywhere in 
your account of additional expense because of their attendance? 

Mr. Prerson. That is correct. 

Senator Green. Don’t you know what their expenses were? 

Mr. Pierson. I understand the Department has the list of expendi- 
tures for this one group, which had been serutinized, and, I assume, 
approved. 

Senator Green. Which was that? 

Mr. Prerson. That is the one I mentioned, the private corporate 
bonds. 

Senator Green. What did you call it? 

Mr. Pierson. United States Committee for German Corporate 
Bonds is the official title. 

Senator Green. How large a delegation represented it? 

Mr. Prerson. Three at one time. 

The CHarrman. You might see, Senator, on page 58 a list of all 
the delegates for the United States. 

Mr. Pirrson. That is right. 

Senator Green. The witness has already told us that. What was 
the answer ? 

Mr. Pierson. Pardon me, I thought I had answered the question. 
Will you give me the question ? 


COMPENSATION OF GROUP REPRESENTATIVES 


Senator Green. Is it true that none of these delegates, whose com- 
pensation the State Department approved, had any contingent interest 
m the outcome ¢ 

Mr. Pierson. I certainly assume that is the truth; yes, sir. 

Senator GreEN. Don’t you know. ? 

Mr. Pierson. I know what their compensation was, that has been 
approved. 

Senator Green. Don’t you know whether they had any extra com- 
pensation ¢ 

Mr. Prerson. I don’t know from where they would get it, because 
the bondholders were not obligated to pay them anything. 

Senator Green. Didn’t you know anything about the compensation 
of the representatives of the other three groups? 

Mr. Pierson. Many of them were vice presidents, and so forth, of 
banks and like institutions, and many of them, I assume, got their 
ordinary salaries. 
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Senator Green. Don’t you know. 

Mr. Pierson. No. 

Senator Green. Did the question ever come up? 

Mr. Prerson. No, sir. 

Senator Green. The arrangement that was finally made was ac- 
ceptable to the representatives of all these groups, was it not? 

Mr. Prirrson. All those present; yes, sir. 

Senator Green. Were all the groups there represented ? 

Mr. Prerson. Yes, sir. 

Senator Green. Was ~— acceptable ¢ 

Mr. Pierson. Yes, si 

Senator Green. Was ; this special advantage which they obtained 
for the people they represented a condition of their assenting to the 
entire agreement ? 

Mr. Pierson. I want to question—what do you mean by “special 
advantage” ¢ 

Senator Green. They had special advantages over the United States 
in that they were paid in full and the United States Government was 
not. 

Mr. Pierson. Well, they were not paid in full. 

Senator Green. Was that a condition of their giving their assent? 

Mr. Prerson. No. I think they were satisfied with the arrangement 
and had nothing to do with what the United States had done. 

Senator Green. Did they refuse to assent to it unless that advantage 
was given to them ? 

Mr. Pierson. They had no opportunity to assent or dissent to it. 
The arrangement affecting the United States Government was handled 
by the United States delegate to the conference. 

Senator Green. Yes, but you conferred with the representatives of 
these groups, too. 

Mr. Pierson. Not as to what the United States should accept. 

Senator Green. Well, you said, and I read from the copy of your 
testimony : 

I wish to note that the United States delegates received the full cooperation 
of these representatives. I am sure there is no better example of the cooperation 
between the United States Government and the private representatives than we 
had in London for this conference. 

Mr. Pierson. What I am referring to, that is our work in guiding 
the negotiations having to do with the settlement of the prewar debt. 
We took quite a leading part in it, I might say. 

Senator Green. But you had this cooperation throughout and full 
assent at the end. 

Mr. Pirrrson. They had nothing to do with the settlement made by 
the United States Government. That was my responsibility, and that 
of my colleagues. 

Senator Green. Were you satisfied that it met with their complete 
approval / 

Mr. Prerson. I was not interested in whether they approved 
or not. 

Senator Green. That isn’t what I asked. Did you know it had 
their approval ? 

Mr. Pierson. No. I assume they were happy with their settlement, 
but had nothing to do with the settlement of the United States claim. 
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Senator Green. Did you assume that the final agreement met their 
approval ¢ 

Mr. Pierson. They have not said it didn’t. 

Senator GREEN. If you prefer not to answer 

Mr. Pirrson. No, I don’t have. I assume, because I have heard 
nothing to the contrary, but it is none of their business. 

Senator Green. That is a good reason; but you assume that sinee 
they didn’t object, they approved. 

Mr. Pisrson. That is true, but they had nothing at all—— 

Senator Green. Although you had nothing to do with them, did 
you get full cooperation from them ¢ 

Mr. Pierson. I had plenty to do with them when we got into their 
problem. 

Senator Green. What ? 

Mr. Prerson. We assisted them all through the negotiations. 

Senator Green. Did they give you advice, and did you give them 
advice ¢ 

Mr. Pierson. We exchanged views, but that had to do with the 
settlement of the prewar private debts, and not the Government debt. 

Senator Green. Were both included in the agreement ultimately 
reached ¢ 

Mr. Pierson. That is right. 

Senator Green. They were not interested in anything except their 
own claims, were they / 

Mr. Pirrson. I think not. I think they were interested in their 
own claims. 

Senator Green. Have you had full cooperation as to their own 
claims? 

Mr. Pierson. I think you are laboring just a sort of good sports- 
manlike sentence. 

Senator Green. I will be glad to have you point it out. 

Mr. Pierson. I am telling you that in connection with the laborious 
and sometimes rather difficult negotiations, the American creditors’ 
representatives present behaved themselves creditably. 

Senator Green. Were they successful in getting their full claims 
allowed in the agreements. 

Mr. Pierson. They didn’t get their full claims, but a substantial 
settlement. 

Senator GREEN. They got better than the Government got. 

Mr. Pierson. That is right, and the same thing is true in every 
country in Western Europe. 

Senator Green. Will you furnish the committee with the data I 
asked on that? 

Mr. Pierson. I will, gladly. 

Senator Green. That is all. 

(Norr.—The information above requested appears on a subsequent 
page of this volume.) 

The Cuatrman. Call the next witness. 
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LAST PARAGRAPH, LETTER FROM CHAIRMAN OF SECURITIES AND EXCHANGE 
COMMISSION 


Senator Humrurey. I would like to have this last paragraph in the 
letter from the Chairman of the Securities and Exchange Commis- 
sion included in the record, separate from the previous inclusion, if 
I might. 

The Cuarrman. Very well. 

(The paragraph referred to is as follows :) 

Postponement of the resumption of orderly trading in validated German dollar 
bonds would unavoidably provide opportunities for Soviet agents to extend their 
efforts to unload their looted bonds in our country. It should be recalled that 
the present situation with respect to the markets in German bonds rests upon 
an informal request by this Commission to the financial community and npon 
its cooperation with this request. However, there is no legal sanction which 
this Commission believes it could impose were transactions to be resumed in 
German bonds without the approval of the Government and, in such case, it 
would be practically impossible to proceed with validation as contemplated or 
to prevent the sale here of looted securities by the Soviets. The Board for the 
Validation of German Dollar Bonds has been appointed, has established head- 
quarters in New York, and is making expeditious arrangements to commence 
its validation operations in the near future. The Commission, therefore, urges 
that the agreement concerning the validation of German Dollar bonds, as well 
as the other agreements with the Federal Republic of Germany transmitted by 
the President, be made effective as promptly as possible. 


STATEMENT OF ELTING ARNOLD, ASSISTANT GENERAL COUNSEL, 
TREASURY DEPARTMENT 


Mr. Arnoip. Our purpose this morning in coming was simply to 
answer any questions that the committee may have. I have no pre- 
pared statement beyond the Secretary’s letter which you have already 
read into the record. 


MIXED CLAIMS COMMISSION SETTLEMENT 


I might say orally, we are particularly concerned with the Mixed 
Claims Commission settlement. As the Secretary’s letter indicates, 
we believe it is a fair settlement. As far as we are aware, it is sup- 
ported by the award holders, the creditors in this case. They will 
be represented later in the hearing, as I understand it, to present their 
own views about the matter, but speaking very briefly we do recom- 
mend that the treaty or international agreement approving and em- 
bodying this settlement should be approved by the committee and by 
the Senate. 

The CHatrrMaNn, Are there any more questions? If not, we thank 
you, gentlemen. 

Tomorrow morning at 10 o’clock in the morning, in this room we 
will continue the hearings, and at that time, the following witnesses 
will be present: 

Eric G. Kaufman, attorney, New York City. 

James Grafton Rogers, spokesm: in for the Foreign Bondholders’ 
Protective Council, New York C ity. 

Also present from the council will be Kenneth M. Spang. executive 
vice president, Harvey H. Bundy, president, and Mr. Bonsal. 

Andrew L. Gomory, chairman, American Committee for Standstill 
Creditors of Germany, New York City, will be present, accompanied 
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by Erving H. Adler, secretary of the committee, Ewen C. MacVeagh, 
of counsel, Davis, Polk, Wardwell, Sunderland an Kiendl. 

Parker McCollester, of Lord, Day and Lord, New York City, will 
be present as a witness, as will Herbert F. Boynton, United States 
Committee for German Corporate Bonds. 

I suggest if any of these gentlemen have their statements ready, 
that they make them as distinct and lucid as possible. 

Senator Smith will preside. I will not be present, nor in the city 
tomorrow. 

Senator Humpnrey. Mr. Chairman, before we recess, the para- 
graph which has been copied into the record, from the letter of Mr. 
Cook relative to the Securities and Exchange Commission on the 
financial transactions, will, I think, clarify what the authority of the 
SEC is. 

The CHatrman. The letter has already been put in, and also that 
paragraph. 

Senator Humpnrey. Thank you. That may be a little protection 
to the SEC, so it won’t be subject to criticism when certain things 
develop. 

The CHarrMAN. We will recess then until tomorrw morning at 10 
o'clock. 

(Whereupon, the committee recessed until tomorrow, Thursday, 
June 18, 1953, at 10 a. m.) 
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THURSDAY, JUNE 18, 1953 
Untrep States SENATE, 
CoMMITTEE ON ForEIGN RELATIONS, 
Washington, D.C. 

The committee met, pursuant to recess, at 10:05 a. m., in room 457, 
Senate Office Building, Senator H. Alexander Smith presiding. 

Present: Senators Smith of New Je rsey, Hickenlooper, Knowland, 
Green, Gillette, and Mansfield. 

Senator Smirn. The meeting will please come to order. 

We have a request from a number of witnesses this morning to 
testify, and I want to get their testimony out and have the record taken 
care of. 

Yesterday we heard representatives from the Department of State, 
the Treasury Department, and the delegation to the Tripartite Com- 
mission on German Debts testify in support of the agreements with 
the Federal Republic of Germany. 

Today it is my hope that we will be able to complete public hearings 
on these four agreements. Scheduled to appear today are witnesses 
who have asked the Committee on Foreign Relations to be heard. 
Among others, we will hear representatives of the Foreign Bond- 
holders Protective Council, the American Committee for “Standstill” 
Creditors of Germany, representatives of the American Award Hold- 
ers Committee Concerning Mixed Claims Bonds, and a representative 
of the Dollar Corporate Bond Holders Committee. It is my under- 
standing that each of these groups were represented at the Tripartite 
Conference in London last year. 

In addition, we will hear other individuals who have asked to be 
heard. 

Before I will call the witnesses, I have before me certain communi- 
cations which I will ask to have put in the record for the use of the 
committee : One is a telegram from Mr. Phillip L. West, vice president 
of the New York Stock Exchange; a letter from J. G. Weiser, 377 
Broadway, New York, addressed to Senator Ives for his information; 
and the last is a letter from Dr. Frederick Wallach, 145 East 23d 
Street, New York. 

(The documents above referred to are as follows :) 


STATEMENT OF Mr. PHItiIe L. West, Vice PresipeNt, New YorK Stock Ex- 
CHANGE, BEFORE SENATE COMMITTEE ON FOREIGN RELATIONS REGARDING RESTO- 
RATION OF DEALINGS IN THE UNITED STATES IN GERMAN BONDS 


This committee has under consideration four agreements relating to German 
debts which were submitted to the Senate for consideration by a message from 
the President of the United States dated April 10, 1953. 
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The New York Stock Exchange believes that it is qualified to comment only 
on the “agreement between the United States and the Federal Republic of Ger- 
many concerning the validation of German dollar bonds signed at Bonn on 
April 1, 1953,” which is the fourth agreement set forth in said message. Ac- 
cordingly, the following comments are made with respect to the subject matter 
of that agreement. 

There are listed on the exchange 53 issues of German Government municipal 
and corporate dollar bonds in which dealings on the exchange have been sus- 
pended since December 12, 1941. Of these, all but six issues of East German 
bonds are subject to the proposed validation procedure. 

It is believed that bonds of these issues are held in small lots by a great 
number of people scattered throughout this country, all of whom have been 
deprived of the opportunity for many years of salvaging some of the money 
they had invested in the bonds. The exchange believes that a listed market 
should be restored at the earliest possible time for the benefit of these bond- 
holders. 

Inasmuch as validation will permit the resumption of trading we believe that 
validation procedures should be put into effect as soon as possible. Letter follows. 


Puitire L. WEst, 
Vice President, New York Stock Exchange. 


LETTER TO SENATOR IRVING M. IVES FroM Mk. GEoRGE WEISER 


MarcH 13, 1953. 
Hon. Irvine M. IvEs, 


Senate Office Building, Washington, D. C. 


DEAR SENATOR IVES: Thank you very much for your letter of March 10. 

I am glad to hear that the State Department intends to submit the various 
German debt pacts for advice and consent to ratification. I take this to mean 
that there will be full discussion of all clauses and implications of the pacts 
and that a vote in the Senate of at least a simple majority will be required to 
put these pacts into operation as far as the United States is concerned. 

I would like to take the liberty of pointing out at least two of the most 
glaring defects of these pacts. 

1. The pacts completely disregard the claims of American holders of non- 
dollar bonds issued by German entities. This omission penalizes those Ameri- 
can investors who between the end of the First World War and the rise of 
Hitler invested their dollars in German mark bonds. Why should they be 
treated any differently from those Americans who invested in German dollar 
bonds? The former group of investors in most cases also paid good American 
dollars for their mark bonds. Regardless of the currency of payment at pur- 
chase, and regardless of the manner of treatment of German holders of such 
mark bonds, their American holders certainly have a right to look to their 
Government for protection of their investments. It is moraily indefensible to 
assimilate the position of American bondholders to that of German bondholders, 
Germany committed unspeakable crimes, provoked war and was defeated by the 
Allied Powers. To treat this class of American bondholders the same as their 
German counterparts is tantamount to putting a premium on crime and war. 

2. The German debt pacts are also unfair to the American victims of nazism. 
At the London debt conference Germany’s debt to all victims of nazism— 
including Americans—was arbitrarily fixed at 1% billion marks. This was laid 
down in the “contractual agreement,” which the Senate unfortunately has al- 
ready ratified. 

I want to point out that this disposition of the claims of American citizens 
is a violation of our Constitution, of the due process clause and of the seventh 
amendment which prescribes that damage claims must be individually fixed by 
a jury. 

In other words, American citizens have been deprived of their constitutional 
rights by a treaty with a foreign state. The inevitable consequence will be that 
these citizens will try to obtain by litigation what the United States Government 
failed to obtain for them in due protection of their rights, since the amount 
fixed by the contractual agreement is totally insufficient and will at best provide 
for repayment of only a minor fraction of the debts due to American citizens. 

Of course, only those who can afford it will be able to bring such actions against 
the United States and these claimants will be put to considerable expense in 
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the ensuing actions. Citizens and taxpayers (not to mention members of the 
Armed Forces who fought in World War II, or their relatives) are being sacri- 
ficed to political considerations. 

For it is perfectly obvious that the State Department agreed to this disregard 
of American rights in order to obtain the “contractual agreement” with Germany 
and as a result of Germany’s strong bargaining position because her military 
forces are considered necessary as part of a European army. Since the State 
Department negotiators were, of course, aware that this reduction of the debt 
amount in favor of Germany would not be the last word as far as the American 
claimants are concerned, the reasoning behind their action apparently was that 
the actions of these claimants would come after the horse was out of the stable 
and the barn door locked, that they would be piecemeal and would be settled 
out of the general revenue received from taxpayers, which means spreading the 
cost over all taxpayers, and in the least painful way; that is, of course, if the 
Senate ratifies the deal. 

I trust that the Senate will hold open hearings on the debt pacts and that all 
controversial points will be fully discussed so that all Senators may be fully 
acquainted with every paragraph they are being asked to vote for. Nothing, 
especially no high pressure tactics from the State Department, should limit the 
freedom of action of the Senate, particularly the freedom to disapprove some 
of the clauses of the pacts and to send them back to a new conference, 

The Senate has always asserted its right to unlimited debate. As far as I 
am aware such unlimited debate has only been used to prevent the passage of 
civil rights legislation, which to us in the North, at least, seems wrong. It will 
be interesting to see whether this procedure will be used, for once, on the side 
of right. 

With best wishes. 

Sincerely yours, 
GrorRce WEISER, 


LETTER TO SENATOR IRVING M. Ives From Dr. FREDERICK WALLACH 


APRIL 19, 1953. 
Hon. Irvine M. Ives, 
United States Senate, 
Washinaton, D.C. 

DEAR SENATOR IvES: It is my understanding that hearings are scheduled before 
the Senate Foreign Relations Committee in the near future on the London 
German external debt settlement. Referring to our previous correspondence 
in this matter, may I ask for your good services to forward the enclosed state- 
ment to Senator Wiley, chairman of the Senate Foreign Relations Committee, 
and to ask him to have it inserted into the record, if possible, and brought to 
the notice of the members of his committee. 

Thanking you for your kind interest and consideration, I am, 

Most respectfully yours, 
FREDERICK WALLACH. 

1 encl: (Statement). 

[Enclosure follows] 


STATEMENT Stacest1ons To MAKE THE RELINQUISHMENTS OF THE AMERICAN 
CLAIMS AMOUNTING TO $2 BILLION FoR POSTWAR AID TO GERMANY SUBJECT 
TO A RESERVATION OF ONE-HALF BILLION DOLLARS IN DEUTSCHEMARK COUNTER- 
PART Funps To Be USEp As A RESERVE FuND TO SATISFY THE CLAIMS OF AMER- 
ICAN CITIZENS WHICH WERE VIOLATED BY THE CONVENTION ON RELATIONS WITH 
THE FepERAL REPUBLIC OF GERMANY OF May 1952 


The relinquishment of the $2 billion American claim against the Federal 
Republic of Germany can be justified only, if at all, if it can be said that the 
proposed settlement of the German external debts is fair and equitable to all 
American creditors of Germany. 


The constitutional rights of American victims of the Nazis violated 

This is not the case. At the London conference dealing with the settlement 
of the external debt of the Federal Republic of Germany it was expressed by 
the German delegate, Herr Abs, that the German external debt could be settled 
only if a drastic limitation of the claims of the victims of the Nazis, many of 
whom are American citizens, was accepted. This limitation was embodied in 
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chapter 3, article 4, paragraph 3, of the Convention on the Settlement of Matters 
Arising Out of the War and Occupation of May 1952, which was ratified by 
the Senate already. This provision limits the claims of all victims of the Naz’s, 
whose identifiable property cannot be restituted, against the Federal Republic 
of Germany, which is the legal successor of the defunct German Reich, to the 
entirely insufficient sum of 114 billion deutschemarks. This limitation violates 
not only the due process clause of the fifth amendment to the United States 
Constitution but also the seventh amendment which provides that damage claims 
must be fixed by a jury. The limitation also violates the basic law of the Federal 
Republic of Germany and was protested already by the Council of Jews in 
Germany as an unconstitutional interference with individual rights. 

It is at present discussed in connection with the Bricker amendment, whether 
treaties under the American Constitution can “eut across the Bill of Rights.” 
The question has been denied in the Cherokee Tobacco case by the United States 
Supreme Court of 1870, and again in 1890 in Geofrey v. Riggs. Although John 
Foster Dulles in April 1952 has expressed an opinion to the contrary, no lawyer 
ever could cite one decision of the United States Supreme Court to support 
Mr. Dulles’ view, and Mr. Dulles recently was reported as having abandoned 
his earlier opinion. 

1 reserve fund needed for the protection of the United States tarpayer 

It appears, therefore, only wise, before we relinquish our claims for postwar 
aid to Germany, to create a reserve fund with deutschemark counterpart funds 
in order to protect the American taxpayer should the United States courts decide 
that the Convention on the Settlement of Matters Arising Out of the War and 
Occupation, which is inextricably linked with the London German external debt 
settlement now before the Senate for ratification, has uneonstitutionally de- 
prived United States citizens of their deutschemark claims against the Federal 
Republic of Germany. If the Senate relinquishes the United States claims 
against the Federal Republic of Germany for postwar aid and amounting to 
$2 billion, without having created a deutschemark reserve fund prior to the 
relinquishment, the United States taxpayer will feel the consequences because 
the deprived United States citizens ultimately will look to the United States for 
compensation. 


The reserve fund as moral necessity 


The described violation of the constitutional rights of American citizens came 
about (1) because their justified protests were disregarded in the well-known 
haste to speed up the ratification of the “contractual agreements” with the 
Federal Republie of Germafty ; (2) because Mr. Riddleberger of the State Depart- 
ment, according to the printed protocol of the Senate Foreign Relations Commit- 
tee hearing of June 10, 1952, had assured the committee that the “contractual 
agreements,” except for a special case connected with the equalization of burdens 
tax, did not contain violations of the property rights of American citizens. On 
April 6, 1953, the Honorable John Foster Dulles pledged to the Senate Judiciary 
Committee that the Eisenhower administration will not tolerate treaties “cutting 
across the Bill of Rights” (cf. New York Times of April 7, 1953, p. 28). This 
promise will be very empty indeed, if the London German external debt settle- 
ment, which is based on a provision which “euts across the Bill of Rights,” is 
ratified in the present form. The least that could be done in order to undo the 
described violation of the Bill of Rights, is to create the deutschemark reserve 
fund as suggested. 


Charge of additional discrimination of the victims of the Nazis 


The exclusion of the compensation and restitution claims of those American 
citizens who were victims of the Nazis, from the London settlement of the 
“external debts” of the Federal Republic of Germany is completely arbitrary 
and unjustified. “External debts” of a country are all claims of foreign na- 
tionals. Instead of settling the restitution and compensation claims at the 
London - conference, they received an entirely unsatisfactory treatment as 
“internal restitution and compensation claims” in the “contractual agreements” 
with the Federal Republic of Germany of May 1952. No provision has been 
made in these “contractual agreements” for the case that the Federal Republic 
of Germany violates in the future her obligation to satisfy these “internal” debts. 
This is the more astonishing as (1) the official polls of the Allied High Commis- 
sion show that the majority of the Germany people dislike a compensation of the 
victims of the Nazis; (2) the German Bundestag has not as yet promulgated 
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the compensation law for the victims of the Nazis in spite of obligations in the 
“contractual agreements”; (3) nobody can say how long Chancellor Adenauer, 
who abandoned by a part of his coalition and even his cabinet, has fought for 
this compensation law, will be in office. Furthermore, a glance at chapter 4 
Compensation of Victims of Nazi Persecution of the Convention on the Settle- 
ment of Matters arising out of the War and Occupation, of May 1952, shows that 
the date of payment was left to the Germans. It is, therefore, only wise to have 
a fund in reserve which can be used should the Germans resort to defaulting 
and delaying tactics in the future. The proposed counterpart funds reserve 
fund would take care of this. It must be added that the American victims of 
the Nazis and their lawyers definitely have the impression that restitution and 
compensation not always have been made in good faith and that delaying and 
stalling tactics are widely used by the German courts and authorities. 
The reserve fund does not endanger the German balance of payments 

The creation of a reserve fund with a fraction of the deutschemark counterpart 
funds corresponding in part to the United States claims against the Federal 
Republic of Germany for postwar aid, in favor of both the American victims of 
the Nazis and the American taxpayers, will not endanger the German balance 
of payments. In the first place, the fund will be only a club, inducing the 
Germans to live up to their basic law (constitution) which also prohibits the 
curtailment of Compensation claims. Second, no foreign currency is involved 
whose withdrawal could endanger the German balance of payments. Third, 
funds of the reserve fund will be withdrawn, if at all, only on a case-by-case 
basis as the need arises. Also the internal buying power of the deutschemark 
would, therefore, not be endangered by the reserve fund, so that also an indirect 
deteriorating influence upon the German balance of payments will not take place. 

Wherefore, in view of the fact, that a deutschemark counterpart funds reserve 
fund would remedy the described discriminations and injustices against certain 
citizens of the United States, the honorable members of the United States 
Senate are respectfully asked, to take up the suggestions as made in the heading 
of this statement. 


STATEMENT OF WARREN LEE PIERSON, UNITED STATES REPRE- 
SENTATIVE ON THE TRIPARTITE COMMISSION ON GERMAN 
DEBTS—Resumed 


Senator Smiru. Before we begin hearing the witnesses I referred 
to, | understand that Ambassador Pierson, who testified yesterday, 
had a brief statement to make. I will ask him to take the stand and 
make his statement. 


POSTWAR AID TO GERMANY AND CLAIM OF UNITED STATES GOVERNMENT 


Mr. Pierson. Mr. Chairman, upon reflection of the testimony yes- 
terday, it occurred to me that this matter of the reduction of the claim 
of the United States postwar aid should be given a little more empha- 
sis. I want to say, first, that that amount of $3,200,000,000 includes 
$200,000,000 of surplus property which was turned over by the Army, 
and which the Germans are paying in full. 

The $3,000,000,000 was made up of postwar aid, largely consumable 
goods, to avoid disease and to help feed the people. Now, it is not a 
debt; it is a claim of the United States Government and, as such. 
of course, was subject to various counterclaims on the part of the Ger- 
mans, all of which were handled through the very substantial re- 
duction which was made. ie 

The reason for making that reduction, and through the reduction 
making it possible for the prewar creditors to be paid is simply that 
that is required in order to take Germany out of its present bank- 
ruptcy status. 
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Until the private debts are handled in a manner which will permit 
a German trader freely to do business in other parts of the world, all 
German business has to be handled through the central bank. In 
other words, at the present time we really have with Germany a 
system of state trading which is the antithesis to free enterprise. 

That claim or that amount which Germany has agreed to pay, 1s is 
not represented by any pile of gold in Germany. “Tt simply is 
promise to pay, and the aes must be earned over the next 25 to 3 
years. Unless Germany is taken out of her bankruptcy status, she 
is unable and will be unable freely to trade and will, therefore, be 
unable to meet the obligation she has undertaken. You have got to 
have factories operating if you are going to earn moneys and, par- 
ticularly, earn foreign exchange. 


CLAIM REDUCTION OF U. 8. GOVERNMENT 


My next point is simply this: That we did not dream up the re- 
duction of $3 billion to $1 billion. It was following a formula which 
has been laid down by Congress in the Economie Cooperation Act, 
as amended—the Economic C ooperation Act, I believe, of 1948. 

The other point is that with regard to the suggestion the United 
States reduced its priority or subordinated its claim to that of the 
private creditors. 

I am afraid some members of the committee yesterday got the im- 
pression that is what happened—actually, the United States has not 
subordinated its claims. It has simply placed its claim on the same 
basis as that of the private creditors. In other words, the amounts 
are payable on what the lawyers call a pari passu basis. 

There is no precedent that I know of in American history where 
aid given by our Government to another government, either in time 
of war or in time of peace, has had any effect upon private obliga- 
tions, and I would think that this committee would not want to put 
such a construction on the present aid which has been given to 
Germany. 

When aid was given to Italy there was no question but what pri- 
vate obligations were continued in effect, and have been paid, as 
always. There was no reduction in the private obligations because 
of the forgiveness of government aid. 

In Japan, the private obligations have already been settled by an 
agreement, and the question of the amount of the postwar aid given 
by the United States Government to be repaid has not yet been 
settled. So I think it is fair to say that in Germany there is no reason 
whatever to take a position that private aid, private debts, should be 
placed behind public debt because, as I say, there is no precedent in 
our whole history for taking such action. 

That is all I have to say about the matter, Mr. Chairman. 


BASIS OF CLAIMS 


Senator Smrrn. Is it your position that there was no priority for 
the advances made by the United States Government in the postwar 
period ? 

Mr. Prerson. There was an agreement with Germany that originally 
they should have priority, but when the debt settlement as shown in 
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these agreements, was made, instead of having a priority, the Govern- 
ment claim was placed on the same basis as that of the private obliga- 
tions. It has not been subordinated; that was my point. 

Senator SmirH. The agreement for the $1 billion out of the $3 
billion was worked out by the Government with Germany, without 
participation by the private —— 

Mr. Pierson. It preceded the private negotiations. 

Senator Smit. That was all settled before you started the discus- 
sions as to the private obligations. 

Mr. Prerson. That is right. But it was done to make settlement 
with the private creditors possible. 

Senator SmirH. Senator Gillette, do you have some questions? You 
had some questions on this matter yesterday. Do you have some more? 


SCHEDULE OF HEARINGS 


Senator Gitterre. Yes, Mr. Chairman. 

First I want to express disappointment that I had no information 
that Ambassador Pierson was going to appear yesterday afternoon. 
i had stated that I wanted to hear the testimony and interrogate Mr. 
Pierson, and I understood the chairman to say that the testimony 
would continue until 12:30. 

At 12:30, I left here, and I received no information at my 
office except a notification that there would be no meeting in the after- 
noon. My staff notified me of that. So I am quite unhappy that I 
was not present or was not informed so that I could be present to 
interrogate Mr. Pierson. 

Not having heard his testimony, I am not in position to question 
him concerning what he stated here. I would just confine myself to 
two questions, 

Senator Smitu. I might say, Senator, that we intended to recess at 
12:30, until later we found that the other witnesses would not take 
too long. We stayed in session, as a matter of fact, until 1:30, and 
then adjourned until today. That was the reason for the confusion. 


COMPARING CONCESSIONS OF CREDITOR NATIONS 


Senator GitteTte. I know it was not intentionally done, but it re- 
sulted in the fact that I awaited a call, and then was notified that 
there would be no meeting in the afternoon. 

I interrogated Mr. Riddleberger yesterday with reference to whether 
or not similar or comparable concessions had been made by the other 
creditor nations that took part in this conference, and what amounts 
they were. I believe the evidence was not available right at that 
time, and I asked if it could be made available. Has it been made 
available or is it now available so that we can know what reductions 
and curtailment of their claims were made by the other nations? 

Mr. Prrrson. It is in the report, but I can give it to you very quickly. 

Senator Gittetre. Will you do it, please. 

Mr. Pirrson. The United States reduction was from $3 billion to 
$1 billion; the United Kingdom and French reduction of their obliga- 
tions was by an amount of 25 percent—in other words from 100 to 75. 

There is one other distinction, however. The United States claim 


is payable over a period of 35 years and bears 214 percent interest. 
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The British and the French claim is payable over 25 years without 
interest. 

Senator Gitterre. You just spoke of the United Kingdom’s scaling 
down: do you have others ? 

Mr. Pierson. Those were the only ones that were affected. 

Senator Gittette. Were only the United States and the United 
Kingdom involved ? 

Mr. Pierson. They were the only ones who provided postwar aid, 
the three governments. 

Senator Gitierre. ‘Those are the only ones that had postwar claims. 
Was the reduction of 25 percent mé ide in the United Kingdom claim, 
with the provision that there was to be some interest paid on deferred 
payments ¢ 

Mr. Pierson. No interest. 

Senator GILLETTE. No interest paid, but we were to receive on 
ours: 

Mr. Pierson. Two and a half percent. 

Senator GitLette. Did we reduce ours to 37 percent ¢ 

Mr. Prerson. That is right. 

Senator Giutetre. We reduced ours 63 percent. Did we take that 
action with a provision that there should be some interest paid on 
deferred payments ¢ 

Mr. Pierson. Two and a half percent ; that is right. 

Senator SmitH. Did the French have no claim? 

Mr. Pierson. They had a small claim, and they had the same reduc- 
tion as the United Kingdom. 


NEGOTIATIONS AND THE FOREIGN BONDHOLDERS PROTECTIVE COUNCIL 


Senator Gitterrr. May I ask you just one other question? In the 
negotiations in London did this group, representing the foreign 
security holders, which was called the Foreign Bondholders Protective 
Council, have their representatives participate in the negotiations in 
which representatives of the State Department negoti: ited with the 
West Germany re presenti itives ? 

Mr. Prerson. No, sir. 

Senator Gitterre. Were they present at any of these negotiations? 

Mr. Prerson. You are referring now to the negotiations having 
to do with the reduction of the United States claim 

Senator Gitterte. Yes, sir. 

Mr. Pirrson. No, sir; they did not participate. 

Senator Gitterre. In what meetings did they participate ? 

Mr. Pierson. They participated in the meetings which took cogni- 
zance of the claims of the Young and Dawes loans and similar “ob- 
ligations against Germany. 

Senator Gruterre. Did we have representatives of the State De- 
partment participating in their discussions? 

Mr. Pierson. We had observers, Senator. That was the function 
of the Tripartite Commission of which I was the American mem- 
ber; members of my staff attended meetings of the other creditors’ 
committee with the idea of seeing to it that there was an equitable 
settlement reached as between categories of debts. 
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Senator Gitterre. I refer to your report of the agreements in which 
you carried these supplementary annexes: Are those annexes just for 
the purpose of informing the committee? Was the United States 

1 party to those agreements / 

Mr. Pierson. Ouly as observers, being part of the Tripartite Com- 
mission. 

Senator Gituerre. Yes. 

Were we signatory as a nation to these annexes / 

Mr. Pierson. Well, we are signatory to the agreement of which 
the annexes are a part. 

Senator Gitterre. I do not quite understand our situation in that 
regard. If we were not present in the negotiations for these agree- 
ments under the annexes, except as observers, under what theory 
were we signatories to it or under what theory did we agree to it? 

Mr. Rippiesercer. Mr. Chairman, perhaps 1 may respond to that 
question, as I think, Senator, I tried to bring forth in my testimony 

yesterday. 

May I say, first, that last year in the course of the contractual con- 
ventions, the report of this committee insisted and said it had received 
assurances from the State Department that we would come back to 
the Congress with the debt agreements. You may recall those ex- 
changes. So, of course, we are bringing it back. 

What we did, as I attempted to explain yesterway, was to approve 
this agreement as fair and equitable and reasonable for all concerned. 

Then we agreed to certain other things, such as the arbitration, arbi- 
trable tribunal, but the annexes, of course, are agreements between 
private creditors and private debtors in some cases. 

Senator Giuterre. Is it the position of the State Department 
that these annexes are part of the treaty that is signed by the 18 
nations ¢ 

Mr. Rippiesercer. Well, the agreements are agreements between 
the persons involved in the debt settlements. 

Senator Gitterre. Do the treaties before us embody these annexes 
except as information? Are they part of the treaty? 

Mr. Rropiesercer. We approve them under the treaty. 

Senator Gitterre. Is that done by specific language in oe treaty ? 

Mr. Riwpiesercer. Yes, sir, as fair agreements. Now, sir, you may 
recall last year that that point was developed in the coalitions be- 
cause, of course, of the relationship between the postwar governmental 
claim and the private debt settlement. 

Senator Gutterre. That is all, Mr. Chairman. 

Senator Smrru. Senator Mansfield. 


IDENTIFYING THE YOUNG AND DAWES LOANS 


Senator Mansrietp. Mr. Pierson, you refer to the Young and Dawes 
loans. Just what were those loans? 

Mr. Prerson. Those were loans floated in the United States and sev- 
eral European countries, the first one, the Dawes loan, in 1924, and 
the Young loan 1930, and those were loans which were made to 
resuscitate German economy at that time. 
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Senator Mansrietp. Were they made by individual banks grouping 
together for this particular pur pose ? 

‘Mr. Prerson. They were private loans made, well, not only in the 
United States, but in France, Germany, Holland, Switzerland, and 
other countries. 

Senator Mansrre.p. Speaking of the terms, what interest were these 
groups to receive from the loans which they made to the German 
Government ¢ 

Mr. Prerson. Did you say interest payable on the loans? 

Senator MAnsrieLp. Yes. 

Mr. Prerson. They were shown on—— 

Senator Mansrietp. At what amount were they floated ? 

Mr. Ripptesercer. That is set forth, Senator, on a table at page 242. 

Senator Mansrrecp. Would you read that? 

Mr. Prerson. The Dawes bonds carried 7 percent interest, and the 
Young bonds 514 percent interest. 

Senator Mansrretp. For how long a period were those bonds 
floated ? 

Mr. Prerson. Well, there was some amortization over the course of 
the loans; they averaged about 25 years. 

Senator Mansrrievp. T wenty- five years. What was the total amount 

float these loans? 


AMOUNTS INVOLVED IN DAWES AND YOUNG LOANS 


Mr. Prerson. The amount of the Dawes loan that remained to be 
paid was $115 million, and of the Young loan, $311 million. How 
much of that had been amortized prior to 1945, I do not know, Senator. 

Senator Mansrietp. Was that the total amount of both loans? 

Mr. Prerson. That is the total amount still due. 

Senator Mansrieip. Well, that is a figure I promised to get, and I 
do not have it. 

(Subsequent to the hearing the following information, referred to 
above, was submitted by the State Department :) 


Dawes and Young loans—Dollar issues 





Daw 7 1924 1949 $110, 000, 000 $59, 800, 000 
Yo | 2 1930 1965 YS, 250, OOO , 100, 000 


Mr. Prerson. I might say, Senator, that Mr. Rogers of the Foreign 
Bondholders Protective Council does have those figures. 

Senator Mansrievp. I see. Could you read them for the record, 
Mr. Rogers? 

Mr. Rogers. We can read them out of our report, Senator. 

Mr. Pierson. The 7 percent external loan of 1924, which is the 
Dawes loan, amounted to $110 million. 

Mr. Rogers. That is only the United States loan that I thought you 
were inquiring about. 

Senator Mansrietp. Yes, 
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Mr. Pierson. There is a substantial amount issued—here, I have 
the figures. The Dawes loan was 21,680,000 pounds; the Swiss issue 
was 15 million Swiss francs; the Swedish issue was 25,200,000 Swed- 
ish kroner; the Italian issue was 100 million Italian lira. 

Senator Mansrietp. What is the status of those foreign media of 
exchange in relation to the appendixes or the protocols which we are 
considering at the present time ? 

Mr. Pierson. Well, there has been—the reductions in the loan have 
been a little bit larger on the European tranches than on the United 
States tranche; that is the reason why, in the settlement the dollar 
loans are given a slightly better interest rate, one-half percent better, 
on the Dawes loan, and a faster amortization rate on the Young !oan. 


COMMISSION CONSIDERING YUGOSLAV CLAIMS 


Senator Mansrievp. I want to ask Mr. Riddleberger this question: 
Is there any similarity between the group which will be set up to con- 
sider the German claims and the commission which has been set up 
and is now operating within the State Department to consider the 
Yugoslav claims? Will it operate on a basis similar to that of the 
Yugoslav commission, or the War Claims Commission as, I believe, 
it is called ¢ 

Mr. Rippiesercer. Senator, I am not entirely sure I follow you, 
because, of course, once this agreement goes into effect I do not know 
that there will be any State Department commission. 

Senator Mansrietp. Well, the reason I am asking the question is 
this: In the House Foreign Affairs Committee an individual from the 
State Department appeared before us who was very anxious that the 
Congress approve the setting up of a claims commission for Yugo- 
slavia. Just as soon as the Commission was created he resigned from 
the State Department, and we found out that he had most of the 
claimants in his pocket. The result was that the Yugoslav Claims 
Commission or, as it is called now, I believe, the War Claims Com- 
mission, composed of Mr. Keough, Mr. Marble, a former Ambassador 
to Denmark, and one other individual, told that fellow that he did 
not have the right to practice before that commission. I think they 
did the right thing. 

I would like to be assured that there would be no repetition of that 
situation in this particular instance. 

Mr. Rippiesercer. Senator, so far as I am aware, whatever work 
may result from this settlement, if ratified, will be carried on by the 
German bureau and other bureaus concerned. We have not contem- 
plated establishment of any particular commission. 

Senator Mansrievp. I see. Can you give the committee the assur- 
ance that so far as you know there will be no repetition of what hap- 
pened when the Yugoslav commission was set up / 

Mr. Ripptesercer. Yes, sir; there is a commission, as you know, 
for the validation of the German bonds, as we exp ylained yeste rday, 
and the reasons for it. But apart from that, as far as I know, we do 
not anticipate any particular State Department commission. 

Senator Mansrtevp. That is all, Mr. Chairman. 

Senator Smirn. Senator Gillette, do you have any further ques- 
tions ? 
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Senator Giurerre. Mr. Chairman, I want to ask a couple of ques- 
tions about the mimeographed document which was just handed to 
ie, a memorandum from the State Department dated today. I read 
(nis excerpt-— 

Senator Smiru. Might I suggest, Senator Gillette, that we put this 
in the record at this point—the full statement in connection with Mr. 
Pierson’s testimony. ‘Then you can ask the question. 

(The document referred to is as follows :) 


MEMORANDUM ON COMPENSATION ARRANGEMENTS FOR CREDITOR REPRESENTATIVES 
AT THE LONDON CONFERENCE ON GERMAN DEBTS 


I, INTRODUCTION 


The creditor representatives fall into three general Classes, In the first class 
are those representatives of a relatively small and identifiable group of creditors. 
In this class were the American Committee for Standstill Creditors representing 
13 banks holding claims for debts suspended by the moratorium in the early 
1930's. Similarly the Committee for the Mixed Claims Awardholders acted in 
the interest of approximately 175 individuals and corporations. 

The second group included the two organizations thut spoke for bondholders. 
One of these organizations is the Foreign Boldholders Protective Council. The 
other is the United States Committee for German Corporate Dollar Bonds. 
Both of these committees are recognized by the Department as acting in the 
interest of bondholders, but they do not act in a strictly representative capacity, 
since they were not nominated or elected by the bondholders themselves. 

The third category was the representation for the commercial and miscellane- 
ous debts. In this case the Department, after unsuccessfully attempting to find 
an organization willing to represent this group of debts, finally was obliged to 
ask a prominent businessman to act in a personal capacity as an adviser. 

The financial arrangements for each of these groups are different. They are 
outlined below. 


ll. FINANCIAL ARRANGEMENTS SUPERVISED BY THE UNITED STATES GOVERNMENT 
A. The Foreign Bondholders Protective Council, Inc. 


The Foreign Bondholders Protective Council, Inc., was organized in 1933 
at the invitation of the United States Government for the purpose of protecting 
the interests of American holders of foreign public bonds issued or guaran- 
teed by foreign governments or political subdivisions thereof. It is a private, 
independent, nonprofit organization. The council has had the full support of 
the Department of State since its organization, without impairment of its inde- 
pendent status The council has recently passed through an unusually active 
period, having negotiated settlements on the defaulted bond issues of Japan, 
Peru, Costa Rica, Italy, Chile, Colombia, in addition to the Federal Republic of 
Germany. In these negotiations the council acted as the spokesman for American 
bondholders, and recommended their acceptance of the settlement arrangements 

Since 1948 the council has financed itself by small deductions made from the 
first cash payments made under a debt settlement by bondholders who elect to 
accept an offer of settlement negotiated and recommended by the council. The 
amount is $1.25 per $1,000 bond. However, in view of the extended negotiations 
earried on in London, out-of-pocket expenses connected with the London confer- 
ence are to be paid by the Gerinan Government and German debbtor entities. The 
amount requested includes transportation expenses, legal fees, and living ex- 
penses incurred in London; no officers’ salaries or staff salaries or eXpenses usually 
asumed by the council are to be reimbursed by the German debtors. There is no 
contingent fee involved as respects any of the debt arrangements negotiated by 
the council. 

In 1937 a Board of Visitors was established consisting of the Secretary of 
State and the Chairman of the Securities and Exchange Commission, or their 
representatives, to examine periodically the internal financial operations of the 
council. It was announced at that time that the Board would scrutinize requests 
made by the council for funds from foreign countries and from American bond- 
holders in connection with debt readjustment plans negotiated by the council. 
It was also understood that the Board of Visitors would examine and consult 
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from time to time concerning other sources of income and all the expenses and 
disbursements of the council. Pursuant to this arrangement, the Board of 
Visitors has met with the council from time to time and the Department of 
State has been kept fully informed of the council’s chances. 

B. The United States Committce for German Corporate Dollar Bonds 

The United States Committee for German Corporate Dollar Bonds was initially 
formed at the invitation of the Department of State to participate in the German 
debt settlement negotiations on behalf of the holders of nonguaranteed German 
corporate dollar bonds. It is a nonprofit, private, independent organization whose 
decisions and recommendations tu bondholders are not subject to governmental 
review or approval. 

The agreement governing German corporate bonds adopted at the London 
conference provided that the creditors’ representatives which participated in 
the conference would undertake, subject to the approval of their respective gov- 
ernments, to represent the bondholders in the negotiation of individual offers of 
settlement by the German debtors, which offers it would recommend to bond- 
holders. 

Pursuant to this provision the Secretary of State, in a letter dated September 
26, 1952, invited the United States Committee for German Corporate Dollar 
Bonds to continue to act on behalf of the holders of German corporate dollar 
bonds. In his letter, the Secretary noted that provision had been made for reim- 
bursement of the expenses and the payment of reasonable compensation to the 
corporate bondholders’ representatives by the German obligors. The Secretary 
expressed no objection to such an arrangement, but suggested that, in order to 
protect the committee and the Government from any possible charge that the 
expenses and compensation are unreasonable, such expenses shall compensation be 
reviewed by the Department from time to time. Under this arrangement, and in 
consultation with the Securities and Exchange Commission, the Department 
reviewed the financial statement to be submitted by the committee to the appro- 
priate German authorities last fall for the period February 28, 1952, throrgh 
July 31, 1952. The Department is currently reviewing a further financial state- 
ment covering the period from August 1, 1952, through February 28, 1953. There 
are no arrangements of any kind for fees to be paid on a contingent basis. 


Ill. FINANCIAL ARRANGEMENTS WORKED OUT INDEPENDENT OF UNITED STATES 
GOVERN MENT SUPERVISION 


A. The American Committee for Standstill Creditors of Germany 

This committee is formed by 13 American banks holding standstill claims 
against Germany. The representatives on the committee are officials of the 
banks who serve on the committee without compensation, except insofar as they 
are salaried officers of their own banks. The committee handles its own finances 
without supervision by the United States Government. It is our information 
that there are no contingent fees involved in its operation. 
B. The American Awardholders Committee 

This committee was organized at the suggestion of the Treasury Department 
in 1952. It is composed of the larger number of the 175 individual and corporate 
awardholders all of whom had been notified of the settlement proceedings, and 
had been invited to join in selecting representation at the conference. The 
expenses of the committee were guaranteed by a group of the larger award- 
holders. We are informed that the representatives designated by the committee 
operated on the basis of a fixed fee and not a contingent fee. 


C. Miscellaneous and commercial claims 


Mr. Gordon Michler, chairman of the German committee of the National 
Foreign Trade Council, attended the conference in connection with commercial 
and miscellaneous claims. He acted in a personal capacity, accepting this assign- 
ment at the urgent solicitation of the Department of State. He was selected for 
this purpose because of his experience and reputation in the field of foreign trade. 
Mr. Michler did not receive any compensation from any outside source (apart 
from his own company) by reason of this service. We are informed that no 
contingent fees of any description were involved in his service. 
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QUOTING MEMORANDUM ON CREDITOR REPRESENTATIVES 


Senator GuLerre. I quote this statement : 


The Foreign Bondholders Protective Council, Inc., was organized in 1933 at the 
invitation of the United States Government for the purpose of protecting the 
interests of American holders of foreign public dollar bonds issued or guaranteed 
by foreign governments or political subdivisions thereof. It is a private, inde- 
pendent, nonprofit organization. ‘The council has had the full support of the 
Department of State since its organization, without impairment of its inde- 
pendent status. 


AUTHORITY OF THE SECURITIES AND EXCHANGE COMMISSION 


I quote that because I want to ask a question with reference to the 
following: 

As early— 
Iam reading this, and I am using it as my statement— 
as April 15, 1932, the Acting Secretary of State, William R. Castle, called a meet- 
ing of the State Department to discuss the formation of a private council for 
this purpose. Among those attending were Herbert Feis, Ogden Mills, and George 
Kublee of the law firm of Covington, Rublee, Acheson, and Shorb. 

Now, that was April 15,1932. I quote again: 

On May 27, 1933, the Congress enacted into law as chapter 38, title II of 48 


Statute 92, authority for the establishment of a Corporation of Foreign Security 
Holders, the principal office of which was to be in the District of Columbia. 

Section 201 stated as follows: 

For the purpose of protecting, conserving, and advancing the interests of the 
holders of foreign securities in default, there is created a body corporate with 
the name “Corporation of Foreign Security Holders” (herein called the Cor 
poration). The principal office of the Corporation shall be located in the District 
of Columbia, but there may be established agencies or branch offices in any city 
or cities in the United States under rules and regulations prescribed by the 
Board of Directors. 

It further specified, and I quote: 

No person shall be eligible to serve as a Director who, within the 5 years pre- 
ceding, has had any interest, direct or indirect, in any corporation, company, 
partnership, bank or association which has sold or offered for sale any foreign 
securities. 

Among the powers and duties of the Corporation were, and again I 
quote: 

To require from trustees, financial agents, or dealers in foreign securities infor- 
mation relative to the origin and the present holders of foreign securities, and 
io take over the functions of any fiscal and paying agents of any foreign securi- 
ties in default. 

Then there was a lengthy list of other powers authorizing the Direc- 
tors of the Corporation to take certain steps in the subject matter. 

I call attention to the fact that in April 1932, the Acting Secretary 
of State had called a meeting to discuss the setting up of an organiza- 
tion such as this; it was subsequent to this, and in the following Demo- 
cratic administration. Franklin D. Roosevelt’s administration, that 
the Congress of the United States passed this act that I have just 
quoted. That act set up an agency for this specific purpose. 
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HISTORY OF GROUP REPRESENTING BONDHOLDERS 


It carried, however, an additional provision that it would go into 
effect on a proclamation from the President. It was subsequent to the 
enactment of this law by the Congress which set wp this public official 
organization to do this work that, in 1933, the invitation of the United 
States Government was issued to private parties to set up a private or- 
ganization for that purpose, which brought into existence a private, 
independent, nonprofit organization. 

It had the full support of the State Department, notwithstanding 
the fact that there is machinery on the statute books for an official or- 
ganization with the protection that directors or holders of bonds or 
those representing them should not appear or be members or Directors 
of this organization. 

The records show that it was not put into effect, as I say, because a 
proclamation was not issued. I was informed of this as I have no 
personal knowledge of the matter and I am trying to verify it. I 
further was told that when the organization was established it was 
financed in amounts approximating $100,000, most of which came 
from the issuing investment. houses in New York and elsewhere, and 
that the law firm of Sullivan & Cromwell, and the law firm of Cov- 
ington, Rublee, Acheson & Shorb provided the legal counsel for the 
creation of the Council. 

The records show that by December 1936, a number of defaulter 
nations had contributed to the upkeep of the Council. Brazil had 
contributed $16,130; the Dominican Republic, $20,000; Costa Riea, 
$8,166; Buenos Aires, $20,000; and Germany, $30,000, 

It seems likely these contributions were solicited by the Council 
because of its quasi-oflicial origin, in close relation to the State De- 
partment. 

This matter was called up by the SEC, and the SEC in March 
1937—I believe that was the date—investigated this whole question of 
who was supporting, and who was financing, this organization that was 
set up at the request of the State Department, which had on the stat- 
ute books machinery for an official organization protecting it from 
parties in interest. 

Now, without going further into those details, do you have any in- 
formation as to why the action by the Congress was not followed in 
setting up an official organization which had protection and which 
Congress directed for the purpose of doing this work ? 

Mr. Prerson. Senator, I do not have any information on it. Per- 
haps, Mr. Louchheim, of the Securities and Exchange Commission, 
has, because, I believe, the act you have read was part of the Securi- 
ties and Exchange Act. 

Senator Gitierre. Yes, it was chapter 38, title IT of 48 Statute 92. 

Mr. Pierson. I can only plead it was before my time. 


ORIGIN OF FOREIGN BONDHOLDERS ASSOCIATION 


Senator Grtetre. Yes. 

Well, I assure you that I am not talking in a partisan way because 
the genesis of this was in the Hoover administration, the culmination 
of it was in the Roosevelt administration, and in between were sand- 
wiched the stockholders who nobody happens to know who were and 
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perhaps still are, the holders of the bonds at the present time. It also 
involves two firms, one of them in which a Democratic Secretary of 
State was a member, and the other in which the Republican Secretary 
of State at the present time was a member. It was these firms that 
helped set up this organization, and the firm of Sullivan and Crom- 
well drew $30,000, as they testified before the Secretary of the Secu- 
rities and Exchange Commission, for their part in helping to set 
this up. 

Now, if you have anybody who can give me any additional infor- 
mation on this—it goes into ancient history, but it is not so ancient 
that it has fragrance only at a distance. 

Mr. Ripptesercer. Mr. Chairman, may I ask Mr. Louchheim of the 
Securities and Exchange Commission to give some information / 

Senator Gittetrr, We will hear from you. 

Senator Mansrieip. Will the Senator yield before the answer is 
given ¢ 

Senator Gititerre. Yes. 

Senator Mansrievp. Didn't we have before this committee early 
this year a man nominated to be Ambassador to Mexico, Mr. White, 
I believe, who, since leaving the State Department in 1933 and up 
toa comparatively recently time, had been the secretary of the Foreign 
Bondholders Association? Do you recall the statement made to this 
committee ? 

Senator Gituetre. I do not recall. 

Senator Smitrn. I think that is correct. 

Mr. Pierson. Mr. Chairman, I understand Mr. James Grafton 
Rogers, who will testify this morning for the Foreign Bondholders 
Protective Council, was an Assistant Secretary of State at the time 
this act was passed, and he will be glad to give his version of the 
matter. 

QUOTING NEW YORK POST EDITORIAL OF MARCH 9, 1937 


Senator Giuuetrr. That will be very helpful, Mr. Chairman, 

I just wanted to quote from the New York Post of an editorial 
dated March 9, 1937, commenting on this matter, and with the heading, 
“American Investors Taken for A Ride—Would You Care To Have 
a Lawyer Who Was Paid by the Other Side?” That editorial was 
published in connection with that, and that is why I am asking about 
that. 

Senator Siri. I suggest that Mr. Rogers will be presently avail- 
able, and we will ask him. 


PAST CONSIDERATION OF PUBLIC OR PRIVATE PROTECTIVE COMMITTEE 


Mr. Lovucnuerm. Senator Gillette, may I state this: The report of 
the Commission, of the Securities and Exchange Commission, of 1937, 
which you have quoted, it is my recollection that, although T have 
not read it recently, it thoroughly reviewed the matters which you 
have here raised, the desirability of the public as against a private 
organization, the methods of financing such an organization. 

It is my recollection, as I say, that the Commission recommended 
the continuance of the private organization known as the Foreign 
Bondholders Protective Council, Inc., a nonprofit organization, but 
also recommended certain rather radical changes in the establishment 
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and the method of procedures and, particularly, the method of 
financing the Council. 

Subsequent to that report to the Congress, the Council adopted 
those recommendations of the Commission and, I believe, with slight 
exceptions those recommendations are still part of the Council’s char- 
ter and bylaws. 

The method of compensation has been completely altered since its 
original establishment, in accordance with those pee ommendations. 
But, as I Say, I think you will find in the recommendation to part D 
of our report to the Congress on oe committees that the private 
organization was recommended in preference to the title Ii of the 
Securities Act which you quoted, a that may be one of the reasons 
why that act has never been brought into full effect. 


QUOTING REPORT OF SECURITIES AND EXCHANGE COMMISSION 


Senator Giuterre. Perhaps it might be helpful if LT would make 
this additional statement in connection with what vou have just said. 
In March 1937 the council set up and approved a funding issue of 
$65 million floated in the United States by the German Government. 
The council did state it did not like the arrangement, but in 1935 the 
German Government had offered to pay 40 cents on the dollar on de 
faulted interest payments on the bonds sold here in the 1920's, and the 
council was accused of not having opposed the subsequent withdrawal 
of this offer, but of having vecepted a new offer to issue $65 million 
in bonds in lieu of past interest. 

Since the new bonds carried a 3-percent-interest rate, whereas simi- 
lar bonds issued in Sweden, Sw itzerland, and Bi itain carried 4 per- 
cent, the question was raised whether the council was acting in the 
interests of American bondholders in accepting the lower interest rate. 

The SEC had to approve the registration of the new issue. 

The German Government claimed its total internal indebtedness 
was 11,000,620,000 marks as of March 31, 1936, but the SEC knew the 
German debt was much larger than the sum given or was convinced 
it was much larger than this figure given, by Dr. Schacht. When on 
March 3, 1937, the SEC approved the new German funding bonds 
stated that, and I quote, 

Many of the special agents were the issuing bankers for the bouds in question 
and, despite their professed recognition of the moral obligation to attempt to 
attain for the holders the best possible under the circumstances, they neverthe 
less sought and obtained beiter treatment of their Claims than those of the 
bondholders who may have looked to such issue houses for protection. 

Now that is quoted from the report of the Securities and Exchange 
Commission at that time. 

Mr. Loucuuem. Yes. We went into great detail on the practices 
of protective committees up to that time: oo as I have s: ~ it is our 
impression that since that date the council has acted in a manner 
which has removed those objections from the aminind committee 
situation. 

Senator Giuterre. That is all, Mr. Chairman. 

Senator Smiru. Senator Green, would you like to ask a question ? 








S86 AGREEMENTS WITH THE FEDERAL REPUBLIC OF GERMANY 


ADDRESSES OF CREDITOR REPRESENTATIVES 


Senator Green. Mr. Pierson, in answer to a question I asked yester- 
day : as to the names and addresses of any represent: itives of different 
groups who ap tyes for creditors, you referred to a conference on 
German external debts on page 55, at v hich page it gives certain 
names. I then eee's your attention to the fact that the addresses 
were not given, and you agreed to furnish them. 

I now find on my desk here a Department of State memorandum, 
Subject: Compensation Arrangements for Creditor Representatives 
at the London Conference on German Debts. I have not yet read it, 
but I notice the addresses are not given. 

Mr. Rippiesercer. We handed them in this morning. 

Senator Green. I would like to have the record show that this was 
only put on my desk 30 seconds ago. It was not included in the report 
which you undertook to give tome. Thank you for the information. 

Has this been put in the record ? 

Senator Smrrn. It has not been put in the record. 

Senator Green. Has the other memorandum been put in the record ? 

Senator Smirn. Yes. 

I suggest we put in the record the addresses of these individuals 
that Senator Green has asked for. That will be part of the record, 
as was this earlier statement. 

(The document referred to is as follows :) 


NAMES AND ADDRESSES OF PERSONS WHO PARTICIPATED IN THE LONDON CON- 
FERENCE ON GERMAN EXTERNAL DEBTS ON BEHALF OF UNITED STATES CREDITORS 


1. Foreign Bondholders Protective Council. 

Hon. James Grafton Rogers, president, Foreign Bondholders Protective Council, 
Georsetown. Colo. 

Hon. Harvey H. Bundy, member of the board of directors, Foreign Bondholders 
Protective Council, 30 State Street, Boston, Mass. 

Mr. Kenneth M. Spang, vice president, Foreign Bondholders Protective Council, 
90 Broad Street, New York City. 

Mr. Dudley B. Bonsal, counsel, Foreign Bondholders Protective Council, Partner 
of the law firm of Curtis, Mallet-Prévost, Colt & Mosle, 63 Wall Street, New 
York City. 

2. United States Committee for German Corporate Dollar Bonds 

Mr. Herbert F. Boynton, former chairman, National Association of Security 
Dealers, South Duxbury, Mass. 

Mr. Ganson Purcell, Member of the law firm of Purcell & Nelson, Former Chair- 
man, Securities and Exchange Commission, 910 17th Street NW., Washington, 
BD. C. 

Mr. Ladd Thurston, Associate in the law firm of Purcell & Nelson, 910 17th 
Street NW., Washington, D. C. 

8. American Committee for Standstill Creditors of Germany 

Mr. Andrew L. Gomory, vice president, Manufacturers Trust Co., 55 Broad 
Street, New York City. 

Mr. Russel G. Smith, executive vice president, Bank of America, San Francisco, 
Calif. 

Mr. Ewen C. MacVeagh, member of the law firm of Davis, Polk, Wardwell, Sun- 
derland & Kiendl, 15 Broad Street, New York City. 

Mr. Erving H. Adler, assistant secretary, Manufacturers Trust Co., 55 Broad 
Street, New York City. 

Mr. Avery Claflin, president, French-American Banking Corp., Nassau Street, 
New York City. 

Mr. William J. Hartney, vice president, National Shawmut Bank, Boston, 
Mass. 
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Mr. H. W. Auburn, European representative, Manufacturers Trust Co., 1 Corn- 
hill, London, England EC 3 


j. Miscellaneous and commercial debts 


Mr. Gordon H. Michler, official of Standard Oil Company of New Jersey and 
Chairman, German Committee, National Foreign Trade Council, 30 Rockefeller 
Plaza, New York City. 

5. American Awardholders Committee concerning mixed claims bonds 

Mr. Parker Mc ‘Colle ster, counsel for committee, member of the law firm of Lord, 
Day & Lord, 25 Broadway, New York City. 

Mr. Oscar R. Houston, chairman of committee, member of the law firm of 
Bigham, Englar, Jones and Houston, 99 Johns Street, New York City. 

Mr. Amos J. Peaslee, member of the Washington law firm of Peaslee & Turling- 
ton, Investment Building, Washington, D. C. and Clarksboro, N. J. 

Mr. Paul H. Lacques, alternate for Mr. Oscar R. Houston, Pala Ranches, Barstow, 
Calif. 

Mr. Benjamin Shute, secretary of committee, member of the law firm of Cravath, 
Swaine and Moore, 15 Broad Street, New York City. 

Mr. S. A. Challander, Singer Sewing Machine Co.. 233 Broadway, New York 
City. 

Mr. R. H. Porters, foreign representative, Standard Oil Co. of New Jersey, 82 
Avenue des Champs Elysees, Paris, France. 

Mr. Edgar Turlington, alternate for Mr. Amos J. Peaslee, member of the law 
firm of Peaslee & Turlington, Investment Building, Washington, D. C. 


(Norr.—There follows a list of United States members of the 
Tripartite Commission :) 


AMERICAN MEMBERS ATTENDING THE CONFERENCE ON GERMAN Depts, LONDON, 
FreBRUARY—AUGUST 1952 

Ambassador Warren Lee Pierson, United States member of the Tripartite Com- 
mission on German Debts 

Minister J. W. Gunter, alternate 

Mr. W. Breswick, financial assistant 

Mr. J. Cattier, adviser 

Mr. P. Dickens, adviser 

Mr. R. Eisenberg, financial adviser 

Miss J. Jerolaman, administrative officer 

Mr. R. Kearney, general counsel 

Mrs. A. Madden, financial assistant 

Mr. J. Reinstein, adviser 

Mr. R. D. Scott, financial adviser 

Mr. R. Shaw, assistant to Ambassador Pierson 

Mr. S. Sherman, legal assistant 


STATEMENT OF ERIC G. KAUFMAN, ATTORNEY AT LAW, NEW 
YORK, ACCOMPANIED BY LAWRENCE C. MOORE 


Senator Situ. I will ask Mr. Eric G. Kaufman to take the stand 
next, because I am advised that he has some criticism of the proposal, 
and we would like to get his testimony on the record before we hear the 
other witnesses. 

Mr. Kaufman, will you give us your background ? 

Mr. Kavrman. Mr. Chairman, may I ask permission for Mr. Law- 
rence C. Moore to read my statement because it may be clearer to the 
committee if he reads it? Mr. Moore has had experience to appear 
for various committees, and I think his voice is better to read the 
statement than mine. 

Senator Smiru. We will be very glad to have you read the state- 
ment. Will you give your full name for the record? 





t 
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IDENTIFYING WITNESS AND COUNSEL 


Mr. Moorr. My name is Lawrence Moore, and I am reading this 
statement for Mr. Kaufman. 

Senator Smiru. Are you his counsel 

Mr. Moore. I am his counsel; I am not a holder of any of the 
securities. 

Senator Mansrie.p. Mr. Chairman, could we have the background 
of Mr. Kaufman in the record at this point, too? 

Senator Smirn. I think that is a good idea. 

Mr. Kaufman, before your statement is read, we would like to have 
your background for the record, and your position in this matter. 

Mr. Kaurman. I am a holder of various bonds which I received. 
I am an attorney at law in New York, a member of the bar of New 
York, and I appear for myself and without any committee behind me. 

Senator Smiru. Are you not representing any committee ? 

Mr. Kavrman. I am not representing any committee, because we 
did not care to form such a committee, because we are not privileged 
to get any fees from any people who will profit by our success. 

Senator Smrru. Have you any further comments, Mr. Counsel ? 

Mr. Moore. None, except to read the statement. 

Senator Smrrv. Then, as we understand it, Mr. Kaufman is appear- 
ing for himself, and this is a statement of his own; he does not 
represent anybody. Is that correct ? 

Mr. Moorr. That is right. 

Mr. Kaurman. Yes. I have a lot of friends who own these bonds 
but we did not form a committee. 

Senator Smirn. All right. Thank you. 


BACKGROUND OF WITNESS 


Senator Mansrrevp. Mr. Chairman, I think we ought to know a 
little more about Mr. Kaufman and his background, and I think it 
should be in the record, because this is the first time I have seen this 
gentleman, and I think as a matter of course we should have it before 
this committee. 

Senator Sarru. I may say there has been some correspondence 
apparently between Mr. Kaufman and Senator Wiley, and the State 
Department on the reservations he is going to submit. I just find it 
here, handed to me by the staff. 

Senator Green. May I ask, Mr. Kaufman, are you a bondholder 
now ¢ 

Mr. Kaurman. Yes, I am,and I always was. 

Senator GREEN. Are you willing tostate how much you own ? 

Mr. Kavurman. The original value of these bonds was more than 
$50,000. 

Senator GREEN. For how long have you owned these ¢ 

Mr. Kaurman. I have been holding them since prior to the war. 

Senator Smirn. Mr. Kaufman, are you an American citizen / 

Mr. Kaurm,n. I am. 

Senator Smiri. How long have you been an American citizen ? 

Mr. Kaurman. Since 1944. 

Senator Smirn. Were you naturalized in 1944? 

Mr. Kaurman. 1944. . 
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Senator Smirn. Did you originally come from Germany ? 

Mr. Kaurman. I did. 

Senator Smiru. Where did you live in Germany ? 

Mr. Kaurman. In Berlin. 

Senator Smirn. Have you any further questions, Mr. Mansfield? 

Senator Mansrietp. Just this: Mr. Kaufman, was your business the 
law in Germany, too? 

Mr. Kaurman. No; I was a banker in Germany. 

Senator Mansrretp. What was the name of your bank? 

Mr. Kavurman. My own firm, my own family firm. 

Senator Mansrrecp. What was the name of the bank? 

Mr. Kaurman. E. K. Kaufman. 

Senator Mansrietp. How long were you a banker, sir? 

Mr. Kicurman. My father was a banker, and I was succeeding my 
father since, I think, 1922. 

Senator Mansrietp. I see. 

That is all, Mr. Chairman. 

Senator SmirH. You may continue with the reading of this state- 
ment. Please give your name to the reporter. 


KONVERSIONSKASSE BONDS 


Mr. Moore (reading) : 

Mr. Chairman, members of the committee, I would like to present to you the 
reasons that in my opinion justify withholding approval of paragraph 4 (g), 
“konversionskasse bonds”, of section A, “Debts of Reich’, of Annex I to the 
Intergovernmental Agreement on German External Debts, appendix 3. 


That is printed at page 49 of this Senate Document, 83d Congress, 
lst session. 

Paragraph (g) reads: 

Reichsmark bonds and script will be converted into deutschemarks at the rate 
of 10 to 1. 

To continue reading: 


The above regulation proposes for “konversionskass reichmark” bonds a con- 
version rate into deutschemark of 10:1. This represents, as I shall show, a 
discrimination almost exclusively against American holders. This conversion 
rate of 10:1 must be contrasted with the intended conversion rates and regula- 
tions for (1) German debts expressed in foreign currency (other than dollar 
or Swiss franc) with a gold clause, and (2) German debts of “specific foreign 


character” expressd in reichsmark with a gold clause. The former obligations 
are considered by the London agreements as having been converted into United 
States dollars at the rate when the issue was made The latter are to be con 


verted into Deutsche reichsmark at the rate of 1:12 

The so-called konversionskasse reichsmark bonds are actually specially guar- 
auteed German foreign currency debts with a gold clause and must be treated 
as such. The American drafters of the Report of the London Conference on 
German External Debts were not aware that special German statutory law had 
given to the so-called konversionskasse reichsmark bonds this very character: 
the German delegates did not act in good faith when they exploited the lack of 
foreign knowledge of German law. <A change in the denomination of a bond by 
statute promulgated prior to the negotiation of the bond is, of course 
though the change were expressed on the bond itself. 

It must be added that the Hitler regime never failed to recognize that the so- 
called Konversionskasse Reichmark Bonds were actually German foreign cur- 


». as good as 


1Cf. art. 7, last paragraph, of sec. B of Annex IV of the Intergovernmental Agreement 
on German External Debts (appendix 6 of the Report of the Conference on German Ex 
ternal Debts) 

2 Cf. art. 6, par. 2, of sec. B of annex IV of the agreement, supra, 1 (appendix 6 of the 
report). 
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rency debts with gold clause. On the contrary, the Third Reich, as late as 1941, 
transferred the interest on these Konversionskasse Reichmark Bonds to Ameri- 
can holders in dollars at the gold exchange rate of 40 cents to 1 Reichsmark.* 
It remained tor the diafters of the London German Debt Agreements to do what 
Hitler and Schacht never dared, namely, to shortchange a foreign currency debt 
arbitrarily into a Reichsmark debt. 


CONVERSION RATE 


The proposed conversion rate of 10:1 is, therefore, protested. Since it is the 
objective of the London Debt Conference Agreement “to provide for an orderly 
overall settlement and assure fair and equitable treatment of all the interests 
affected”, and since it is only when this objective has been reached that a scaling 
down of the American postwar claims for economic aid extended to Germany 
can be advocated and agreed upon—without this weapon fair and equitable 
treatment of American creditors of the German Federal Republic cannot be 
reached—it becomes necessary, if equal treatment of all American creditors is 
intended, to request renegotiation of paragraph 4 (g) of section A of annex I— 
that is the paragraph I pointed out in section 9—prior to ratification or, instead, 
to deduct from the $2 billion postwar claims, which the United States of Americ: 
intends to waive the sum of $26 million and more, unless the German Federal 
Republic guarantees that this figure actually represents the full amount in dollars 
of the “Konversionskasse Reichsmark” bonds owed to American holders. 

The question arises as to how it could happen that the described unfavorable 
conversion rate of 10:1 was accepted ot the London Conference.‘ Two reasons. 
American ignorance of the German law and German bad faith has been men 
tioned. Another reason is that nationals of other countries, such as British 
and Swiss creditors, did not object to the conversion rate because, by virtue of 
special agreements enumerated infra, the discriminatory conversion rate did not 
apply to them, but only to American creditors. 

The main reason, however, was that no creditor representative of American 
holders of “konversionskasse reichsmark” bonds was present at the London Con- 
ference to protect and speak for American creditor interests. The problem never 
was discussed in a committee composed of representatives of the creditors and 
debtors, which was the prescribed procedure for all other types of debts. The 
United States member of the Tripartite Commission on German debts, totally 
disinterested in the matter, and not aware of the special German law, not only 
acquiesced in the German proposals but even supported them. 


—_——————___ 


8 (a) Bill of the Reichsbank of January 30, 1941 (translated) : 
OFFICR OF THE REICHSHAUPTBANK FOR SECURITIES, 
Berlin, January 80, 1941. 
Statement for Herrn Dr. Erich Kaufmann, New York. 
Reference EK 25721. No. of pieces, 1. 
Interest Separate-Coupons per 1.1.41 of 3-perecent RM bonds of the Conversion Office for 
German Foreign Debts, RM 20.82. 
Your letter of November 25, 1940. 
For the aforementioned amount we have transferred to you $8.83 through the Chase 
National Bank of New York. 
EK Vordr. No, 62, January 1, 1929. 
Securities Teller of the Office of the Reichshauptbank for Securities. 
(2 signatures. ) 
(b) The leading foreign securities specialist in New York, the firm of Carl Marks & Co., 
Inc.. 50 Broad Street, New York City, confirms with letter dated March 9, 1953, that 
“* * * on 3-percent konversionskasse fuer deutsche auslandsschulden (conversion office 
for German foreign debts) reichsmark (funding) bonds and reichsmark (funding) ‘Neue 
Ausgabe.’ Please be advised that coupons from the above loans were cashable in Germany 
in ‘free reichsmark’ convertible into United States funds at the official rate of exchange 
of approximately $0.40 (40 cents) for each one (1) reichsmark or at roughly RM2% per 
dollar, and that this method of settlement was available to American holders up to the 
time of our entry into the war. * * *” 
(c) A leading Swiss bank, Julius Baer & Co., Zuerich, stated on February 25, 1953: 
“We herewith confirm that matured coupons and Schuldverschreibungen der konversion 
skasse fuer deutsche auslandsschulden payable in RM could be collected at the official rate 
up to January 1, 1945, as far as coupons and bonds were presented in due course.” 
*The Honorable James Grafton Rogers, president of the Foreign Bondholders Protective 
Council, indicated orally that he signed the London agreements only because the conversion 
rate of 10:1 for all reichsmark bonds was included upon the express wishes of the United 
States members of the Tripartite Commission on German Debts. These members held from 
the beginning that the “konversionskasse reichsmark” bonds should be treated as reichs 
mark debts, and did not change their view when advised that the British delegation was 
ready to support a claim for treatment of the “konversionskasse reichsmark” bonds as for- 
eign currency debts. 
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Senator Green. May I interrupt to ask you a question, as to whether 
your statement is limited to this one class of bonds. 

Mr. Kaurman. Yes, it is. 

Mr. Moore. Yes, it is. Just the conversion office “reichsmark” 
bonds. 

Senator Mansrietp. Who was the United States member of the 
Tripartite Commission on German Debts to whom you refer? 

Mr. Kaurman. I beg your pardon. 

Senator Mansrietp. Who is the American member of the Tri- 
partite Commission on German Debts referred to in this paragraph? 

Mr. Kaurman. I approached the Honorable Ambassador Warren 
Pierson and his staff, and I approached, as it says later in the state- 
ment, the State Department, and I had correspondence through my 
Congressman, and directly with all the authorities involved, and 
nobody was representing these bonds. 


REPRESENTATION FOR KONVERSIONSKASSE BONDHOLDERS 


Mr. Moore (reading) : 


The absence of a creditor representative was all the more regrettable since 
the then Secretary of State, Dean Acheson, had assured the Senate Committee 
on Foreign Relations, in the hearing on June 10, 1952, that “the American 
creditors are represented by very able groups who represent the various creditor 
interests from the United States, British, Fench and others; they have been 
having meetings in London for a long time.” 

Continuously since about July 1951, the undersigned Mr. Kaufman, contact- 
ing his Congressman, the State Department, officials, including Ambassador 
Warren Lee Pierson, and creditor delegations, did all he could to explain the 
matter and to secure representation of the “konversionskasse reischmark” 
bonds. He was frustrated at every turn, everyone to whom he was referred 
declaring himself either not competent or disinterested, 

The State Department, by letter of May 19, 1952, suggested that the under- 
signed communicate with Mr. Gordon H. Michler of committee D, dealing 
with commercial and miscellaneous debts. Mr. Michler answered on July 
29, 1952, that the matter did not come under his committee.” The Foreign 
Bondholders Protective Council, on January 29, 1953, wrote that “these securi- 
ties are of a type which fall outside the scope of the council's activities. The 
council has * * * restricted its activities * * * to bonds * * * payable in dol- 
lars * * *.” The State Department was so little interested in this matter 
that only on February 13, 1953, did it request a specimen of the bonds in ques- 
tion and information from the SEC where they were readily available. 

The result was that the undersigned— 


Mr. KavurmMan— 


achieved the greatest possible nonrepresentation of his claims at the London 
conference and was completely frustrated. He, therefore, must apply to the 
Senate, which represents all the people, for equal justice prior to ratification. 

Senator Smrrn. Will you tell us the amount of these bonds out- 
standing; what is the total dollar amount? 

Mr. Kaurman. The total amount, according to the recent German 
figures, is about $26 million, and most of these bonds are supposed to 
be held in the United States. 

Senator Smirn. All right. 


Mr. Moore (reading) : 


The original claims here involved represent income from foreign investments 
in Germany. Such income had been transferred despite existing currency and 


5 Letter of Mr. Gordon H. Michler of July 29, 1952. 
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transfer restrictions. When Hitler came to power, the Germans interrupted the 
transfer of this capital income to foreign creditors. In order to make the foreign 
creditors like it, the versatile Herr Schacht invested the konversionskasse, the 
konversionskasse reichsmark—one of his many “special” reichsmark types "—and 
the konversionskasse reichsmiark bonds. 


“KONVERSIONSKASSE FOR GERMAN FOREIGN DEBTS’ 


The “Konversionskasse for German Foreign Debts” was created by the German 
law of June 9, 1933‘ as a public body and legal entity under the control of the 
Reichsbank. It was an institution outside the German economy which was to act 
as trustee for the foreign creditors for whom alone the konversionskasse carried 
accounts. The German law forced the German debtor on the contractual due 
date to pay in reichsmark his debt to the konversionskasse for the account of 
the foreign creditor, instead of directly to him. Where the German debtor was 
required to pay in foreign currency, the reichsmark payment into the konver- 
sionskasse was determined on the basis of the current exchange rate provided 
for in the law. The German law discharged the German debtor when he had 
made his payment to the Konversionskasse. 

The German-reichsmark paid into the konversionskasse received a “special 
reichsmark” character, namely, that of a reichsmark earmarked for transfer to 
the foreign creditor in spite of the existing foreign currency and transfer restric- 
tions, and at the rate ruling on the date of payment into the konversionskasse. 
When the actual transfer to the foreign creditor was to take place out of the 
funds paid into the Konversionskasse, that was determined by the Reichsbank 
which received authorization from the German law. No German was entitled 
to own konversionskasse reichsmark. Such kopversionskasse reichsmark could 
be owned by foreign creditors exclusively, for whom they represented a promise 
of a later transfer at a nondevaluated rate. 

In order to distribute this duty over a longer period of ‘time, and in order 
to fund such current obligation into a long-range one, the Germans created the 
konversionskasse reichsmark bonds under consideration. These konversion- 
skasse reichsmark bonds contained per se the implied obligation of all kon- 
versionskasse reichsmark debts, namely, that of transfer to a foreign creditor 
ata later date and at a nondevaluated exchange rate. 


PURPOSE OF THE KONVERSIONSKASSE 


The Germany ‘‘Moody’s,” the Saling Bond Manual,’ characterizes as the prin- 
cipal purpose of the konversionskasse, not the collection, hut only the “forward- 
ing” of the amounts to the foreign creditors. It emphasizes that the konversion- 
skasse reichsmark funding bonds have a “unique position as against ordinary 


®One leading British foreign currency banker, Leopold Joseph & Co., London, FE. C. 2, 
in his circular of May 3, 1939, printed the following quotations for the “most important” 
of the various “special types” of reiceosmark 

Official quotation: £1 equal to R. M. 11.60-11.70 

Registered marks: 61-62 percent discount 

Preferred blocked marks : s9 pereent discount 

nf mar) 1-1 percent disc 
cial blocked marl 90-91 percent discount 
banknotes: £1 ecual to RM 8614-37! 
RM 


» Blatt. 3 ». 849; SEC file 2-2491-1, p. 91 
S SEC fi’e 2—-1261-1. n. 24 
*Saling: Der Rentenfuehrer, 1936-37 (Hoppenstedt & Co., Berlin, W 8), p. 28, says of 
the 3-pereent konversionskasse reichsmark funding bonds (translated—italies added 
“To prepare the technical conditions for the issuance of these bonds, appropri: 
visions hal to be inserted into the charter of the Konversionskasse, These fun 
titute a completely novel tyne that enioys a unique position as iinst ordinary Ge 
ies. When. beginning July 1, 1984, no means of foreign exchange could be made 
* the transfer of medium- and long-term its, the Reichsbank. at the Transfer 
April and May 1234, mace to foreign “litovs the following offer for the 
nterest on Germany's lon ind medium-term non-Reichs-indebtecness re .”” 
the offer to issue funding bonds for all payments of a recurring nature rhe 
hile 
ffer had been accepted by the representatives of the creditors, the regulation 
0 ? ansfer of incore from capital investments, maturing between July 1. 1924, and 
June 80, 1985, has, by the declaration of the President of the Reichshank of June 14, 1954 
been set into operation in accordance with such offer The issue of the 3-percent reich 
mark bonds, series A, has now taken place after the difficulties that stood in the way of 


ich issue were overcon 
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German securities” and that they had been accepted as a “regulation of the 
transfer.” It states that the terms of all kinds of konversionskasse bonds cor- 
respond with each other” and stresses that the moratorium is not one on pay- 
ment but solely a “moratorium on transfer.” ” 

The bonds, therefore, represent a claim for postponed (funded) transfer into 
foreign currency at the rate of exchange ruling on the date the claim matured 
for which they were issued. In order to persuade foreign creditors to accept 
bonds instead of cash in the form of foreign currency, the German authorities 
decided that the strongest inducements and guarantees had to be given. 

In its proclamation the Reichsbank promised the fulfillment of the obligations 
at the maturity of the bonds and that no devaluation or debasement of the cur- 
rency would take place. By the law of February 26, 1935," as supplemented and 
extended by the law of July 3, 1936, and subsequent enactments, each time for 
specified successive transfer maturities, the German Government guaranteed, in 
the name of the German Reich, the fulfillment of the obligations of the kon- 
versionuskasse for the payment of interest, amortization, and principal of the 
bonds. By these laws, the restrictions and prohibitions of the law of February 
1, 1935," governing the administration of foreign exchange, and the provisions 
of the law of June 9, 1933, concerning payment obligations in favor of foreign 
countries, were declared to be inapplicable to the aforesaid guaranty of the 
German Government, 

In other words, the German Government obligated itself to pay the bonds at 
the maturity date in the currency of the country of the creditor and guaranteed 
that no currency and transfer restrictions would be applied to this type of debt. 
this guaranty was repeated and extended seven times by the Nazi regime, the 
last time by the seventh regulation regarding the guaranty for bonds of the 
konversionskasse for German foreign debts of May 13, 1943. 


GERMAN RENCY AND FOREIGN INVESTMENT 


It is a recognized principle, confirmed by the report of the conference on 
German external debts—the principles are stated here on page 97 and page 98 of 


the Senate Document of the SS5d Congress, 1st session—that the transfer of 
payments under a settlement plan implies sound foreign exchange policies and 
the development and maintenance of a balance-of-payments situation in which 
those payments, like other payments for current transactions, can be financed 
by foreign exchange receipts from visible and invisible trans ons, so that more 
than a temporary drawing on monetary reserves is avoided and the currency 
remains sound By viVil its guaranty, the German Government expressly 
promised to maintain a sound German currency and to transfer the foreign in- 
vestments into foreign currency at maturity, as far as the bonds of the kon- 
ersionskasse were concerned In doing so, the German Government gave to the 
th reichsmark denominations the specific character 
of foreign currency debts with gold clause, or at least of specifie foreign reichs- 


konversionskasse bonds w 


mark obligations with geld clause As has been explained previously, this 


character, by implication, is inl ( in all konver skasse reichsmark debts. 


Senator GREEN. May 1 interrupt / For : nd time you have used 


the expre ssioh* by impli atio a Wi] at do you Irie nf 
Mr. KaurMan. It follow from the laws which Germany promul- 


1 | 


vated th if ail these rule s whi h iL} ply to the ke hnversiol skasse re ic iS- 


mark bond apply to: Lhe KONnVE oO skas reich nark debts. 


Senator GREEN, , 
Mr. Kaurman. For the other oblig: n. the reichsmark conversion 
if its bonds 3 


. we have to deal 


ere stated. 
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GOLD CLAUSE 


Mr. Moore (reading) : 

The gold clause character of the konversionskasse reichsmark bonds was 
expressly recognized by the Nazi regime. In footnote 3 to this statement will 
be found a copy of a bank statement of the Reichsbank dated January 30, 1941, 
exchanging an interest coupon of the 3-percent konversionskasse reichsmark 
bonds, held by an American creditor into dollars at the exchange rate of 40 cents 
for 1 reichsmark. This exchange rate means that for the konversionskasse 
reichsmark bonds the fixed gold parity of 1/2790 Kg. gold and convertibility into 
foreign exchange of the German currency and currency bank laws of August 30, 
1921” had been made an integral part of this contract in accordance with the 
Reichsbank proclamation that no currency devaluation or debasement would 
take place with regard to the bonds. 


FOREIGN CURRENCY DEBT CHARACTER OF KONVERSIONSKASSE BONDS 


The specific foreign currency debt character of the konversionskasse reichs- 
mark bonds was recognized many times by the Nazi Government. The konver 
sionskasse itself was exempted from the foreign currency restrictions law. 
Payments to the konversionskasse had to be licensed, like the purchase of 
foreign currency. Release of foreign credit balances with the konversiouskasse 
for use inside Germany required a license by the foreign exchange control office. 
No resident of Germany was allowed to own claims against the konversionskasse.™ 
The German Government declared that it was its policy not to grant to a German 
a license to acquire konversionskasse bonds, Delivery of the konversionskasse 
reichsmark bonds to a foreign holder was officially called transfer, which is the 
term used when foreign currency is to be paid. On March 30, 1937, the konver- 
siouskasse reichsmark bonds were designated by the konversionskasse for trading 
at a non-German stock exchange. 

The foreign currency debt character of the konversions-kasse reichsmark bonds, 
furthermore, was underscored by the readiness of the Nazi regime to grant, 
by special agreements with creditor countries, for debts payable in reichsmark, 
bonds in the currency denominations of the creditor countries. England, Switze1 
land, Sweden, the Netherlands, and other countries negotiated such special agree- 
ments, and received for such reichsmark debts, at the rate of exchange ruling 
on the date of payment into the konversionskasse, bonds in sterling, Swiss frances, 
Swedish crowns, and Dutch guilders, and so on. This is the reason why the 
creditor delegations and official delegates of these countries had no interest in 
objecting to the conversion rate of 10:1 for the konversionskasse reichsmark 
bonds, although they had expressed their willingness to protest against such 
treatment if the American creditors bad raised this issue. The United States 
had not negotiated a special agreement with the Nazi Government. All the 
more, therefore, was it the duty of the American Government to see to it that 
these claims were properly protected in London, This duty was not discharged. 





RGB, 1924, Il. pp. 2235 and 254 








G ian regulation of September 19 >: law of February 4, 19385, par. 23 (see note 
12 pra SEC file 2-2561—4, annex E, pp. 86—87, under 1. 
I ft il publication of the Bank of England, on the third series of konversionskasse 
teri nds, which is hilar to all other series, reads as follows: 
Par. 1 (referring to the interest installments): ‘Interest, distributed profits, rents on 
I similar payments of a recurring nature in respect of credit balances * * * and 
ther investmet n respect of which corresponding payments in reichsmark (emphasis 
led) have beon made to the konversionskasse, * * *.” 
Par. 3 { percent sterling bonds will be issued: * (b) in respect of other interest 


* 


installments, irrespective of currency of payment, provided that the holder can show * 
that he is * * * a British holder 

Par. 5 Where the relative interest installment is payable in a currency other than 
sterling the nominal amount of 4 percent sterling bonds * * to be issued will be ascer 
tained in accordance with the official Berlin middle rates ruling on the working day next 
preceding the day on which such installment is due to be paid by the Debtor * * *" 
emphasis added) 

Par. & \ll payments in respect of bonds of the third series will be free from all 

sent 0 fure restrictions in Germany regarding the purchase and sale of currencies’ 
(emphasis added), 


iD 
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HISTORY OF ISSUE 


Senator Green. Was this issue raised ¢ 

Mr. Kaurman. It was raised, presented by me, as I have explained, 
to everyone concerned here in this country, but I was never asked to 
come over and represent these bonds at the London Conference; and, 
as you have heard yesterday, the State Department only approved 
a certain number of representatives ; therefore, they did not want me to 
appear there. The issue was raised, as I have explained, in 1951 
it was raised with the State Department and with the Tripartite Com- 
mission, but over there it was not raised in the committee—at the 
London Conference it was not raised. It was reported to me by 
people who attended the Conference. 

Senator Green. When did you first learn of its not being raised 
there ¢ 

Mr. Kavrman. Mr. Javits mailed a letter in, I think, May 1952, to 
the State Department; then the State Department referred it to Mr. 
Michler, as I had explained in the statement, and I was waiting for 
Mr. Michler’s answer, which lasted 2 months. The conference took 
place, and then I immediately approached the Foreign Bondholders 
Protective Committee, under the suggestion of Mr. Michler, and then 
later on the Foreign Bondholders Protective Committee said, “We 
had left already the conference; we did not attend it, but we could not 
do anything for you,” and they wrote me it does not come into the 
competence of the Foreign Bondholders Protective Council because 
they are not expressed in dollars. 

Senator Green. Have you got a copy of that letter? 

Mr. Kaurman. I have it here. 


QUOTING LETTER FROM FOREIGN BONDHOLDERS PROTECTIVE COUNCII 


Senator Green. Will you read it for the record ? 
Mr. KAvuFMAN. May 1 confine my self to the second paragraph ¢ 


These securities are of a type which fall outside the scope 
activities. 


of the Council's 


The second paragraph of the letter of January 29, 1953, read 


Ar » Leads. 
The securities are of a type which fall outside the scope of the Council's 
activities. The Council has from the begJining, nearly twenty vears aco 
restricted its efforts in behalf of American investors to | ds ued (or gu shy 
anteed) by foreign governments, national or local, which are based upon contra 


made in the United States, which are payable in dollars and were publicly issued 
in this country. The securities you describe to us were not issued in America. 
are not payable in American money, nor controlled by Americon law. An 
organization like ours with limited resources cannot deal with all the great 
diversity of claims, property rights, and contracts which Americans acquire 
abroad. Governmental dollar bonds, publicly issued here are traditionally a 
well defined field and a large and important one. The Couneil ; 
through its actions, reports and correspondence, with you said 
other people, ade clear the limits of its functions. 


has always 
thousands of 


Senator Green. Well, after you got that letter, what action did you 
take ? . 

Mr. Roerrs. Will you read a sentence you omitted, please, Mr. 
Kaufman, from that letter ? 

Mr. Kavrman. Which one, the entire paragraph ? 
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Mr. Rocers. The sentence beginning, “The securities you describe,” 
which you omitted in the course of reading the paragraph which you 
have just read. 

Mr. Kaurman. I think I did not omit one sentence; I did not omit 
any sentence. 

Mr. Rocers. Will you read that sentence again ? 

Mr. Kaurman. The whole paragraph ? 

Mr. Rocerrs. It is difficult to hear over here. 

Mr. Kaurman. Which paragraph ? 

Mr. Rocrers. Beginning “The securities.” 

Mr. Kaurman. The whole paragraph again ? 

Mr. Rocrers. “The securities. 

Mr. Kaurman. “The securities are of a type which fall outside the 
scope of the Council’s activ ities.” 

Mr. Rocers. No. 

Mr. KaurmMan. I read it. 


PROCEDURE 


Senator KNowLanp. Mr. Chairman, might we, so that the committee 
will be familiar with the whole situation, have the entire letter go 
into the record? Then we can examine it in full. In reading parts 
of it here, it might be difficult for us to get its full significance. I 
would ask that the entire letter be printed at this point in the record, 
Mr. Chairman. 

Mr. Kaurman. May I file a photostatic copy letter? 

Senator Green. I would like to hear the part he wants read first. 

Senator KNow.anp. Yes, I am not objecting to that, but I think we 
should have the entire letter as a part of this record. 

Senator GREEN. Certainly. 

Mr. Kaurman. May I submit a photostatic copy later or do I have to 
give my original? 

Senator KNowLanp. I think it can be left with the committee and 


the committee will see that it is returned to you. 

Mr. KaurmMan. Yes. 

Senator MANSFIELD. May we have the name of the gentleman who 
acle, ] +} aie ions t ‘eo? 

Mr. Ri _ Tam James Roget 


Senatol Suerrit, He will i ext witness. 
Mr. Kaurman. He is the gentleman who signed this letter. The 


sentence Mr. Rogers wants me to repeat is the following, and I read it: 
The securities you describe to us were not issued in America, are not payable 
in American money nor controlled by American law. An organization like ours 
ith limited resources cannot deal with all the great diversity of claims, property 
righis and contracts which Americans acquire abroad. 


Is that the sentence you wanted me to read ? 

Mr. Re GERS. Yes. 

Senator SmirH. We will put that letter into the record. 
(The letter above referred to is as follows:) 
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TER RECEIVED BY WITNESS FROM FOREIGN BONDHOLDERS PROTECTIVE 
COUNCIL 


-9 


JANUARY 29, 1953. 

DeEAR Str: The Council has again reviewed and discussed the file of correspond- 
ence and memoranda you have furnished us in connection with the expression of 
your dissatisfaction with the treatment arrived at by the London Conference on 
German debts for obligation of the German Conversions Office payable in reichs- 
marks. You have not shown us an example of the securities you represent but 
we understand whatever their form or contract terms and whether they are 
properly bonds or not, they are obligations of the Conversion Otlice which were 
not issued in the United States and which are payable in German currency. 

They were issued in exchange for claims against the Office which arose from 
internal investments in Germany. 

The securities are of a type which fall outside the scope of the Council's activi 
ties. The Council has from the beginning, nearly twenty years ago, restricted 
its efforts in behaif of American investors to bonds issued (or guaranteed) by 
foreign governments, national or local, which are based upon contracts made in 
the United States, which are payable in dollars and were publicly issued in this 
country. The securities you describe to us were not issued in America, are 
not payable in American money nor controlled by American law. An organiza- 
tion like ours with limited resources cannot deal with all the great diversity of 
claims, property rights, and contracts which Americans acquire abroad. Gov- 
ernmental dollar bonds, publicly issued here are traditionally a well defined field 
and a large rh its actions, re- 
ports and correspondence, with you and thousands of other people, made clear 
the limits of its functions. 

At the London Conference claims like yours, payable in hsmarks were 
repeatedly and elaborately discussed and debated with the Tripartite Debt Com- 
mission and the German delegation. Our Council did not participate in these 








and im} tant one The Council bas always throug 





discussions but we heard many days of them and our impression is that all was 
said and urged in behalf of this type of claim i suggest. If 





the results of the Conference are unsatisfactory should re- 
member that ist ever result of the ¢ product of 
months of negotiations of compromise and of litors. Ina 
comprehensive settlement of this character, it ile that some 
elements of d itisfaction will arise among both creditors and debtors. If the 
results of the Conference, imperfect as they no doubt are, cannot be made ef- 
fective, and made so promptly, the consequences might be serious 
sin el your 


JAMES GRAFTON ROGERS, 
President. 


Senator SmitH. Now we will continue, 











ONVERSION O MARKS AND REICTISMARKS 
% ? 

Mr. Moorr (reading) 

Summing up. it must be said that the konve lODSK a | ehsmark bonds 
cannot be treated as internal reichsmark debts merely because of ichsmar!] 
denominations. The character of this denomination has been ¢} ry Ge an 

statutory law The practical interpretation “ of the bonds, the performance by) 
the German Government, confirmed such change of characte) rr konve n- 
kasse reichsmark bonds cannot be converted on the b: of 1 deutschemark for 
10 reichsmarks. These debts must be computed in the manner as claims expr ed 
in foreign currency with gold clauses, or tt least like reichsmark debts with a 
gold clause having a foreign character. 

1 n Old Colony Trust Co \ 0 a r (2230 7. S. 100. 118. 828. Ct 967), th Tnited States 
Su; e Court held “ 1 t f ‘ of ee t 
tl to i ‘ 2 f co s to 
of controvers is d f t f not trollir nt 

17 Even the F n I a! ! 2 Coun s, I lettter of January 5, 1953, 
voiced the opinion that the konversions! se reichsmark bonds should be included in the 


list of debts in reichsmarks with a gold clause 
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For the reasons given, the 10:1 conversion rate intended for the holders of 
konversionskasse reichsmark funding bonds constitutes a discrimination almost 
exclusively against American holders. While holders of other countries who 
took advantage of the “special agreements” referred to are fully protected, the 
American holders stand to lose 95 percent of their investments, since the 10 
percent in deutschemark which they are supposed to get will be cut in half since 
it will be paid into a blocked deutschemark account. 

It has been pointed out that it was the objective of the London Debt Conference 
“to assure fair and equitable treatment of all the interests affected.” Even 
though there may be a difference of opinion with respect to legal views expressed 
above, it must be admitted that the 10: 1 conversion rate for the konversionskasse 
reichsmark bonds of American holders and the different treatment as to payment 
abroad is not equitable. The equities of American holders of konversionskasse 
reichsmark bonds are exactly the same as those of the British, Swiss, Swedish, 
“eteh, and other holders of konversionskasse bonds in their own denominations. 
The Nazi 


postwar ( 


7 


zi regime itself never saw a difference. A scaling down of American 
laims for aid to Germany is, therefore, protested as long as the rights 
and equities of American bond holders are not sufficiently protected, 

The Allies at the London Debt Conference emphasized the sacredness of con 
tractual obligations and condemned unilateral material changes of the debtor 
creditor relation As a time when all foreign currency transfers from Germany 
were restricted 
solemnly elevated by Germany—by statute, proclamation, and implication—to a 
priority position. The transfer of these bonds at the rate of the date of issue 
was guaranteed. This guaranty has always been respected and fulfilled by 
the Hitler regime. There is, therefore, no valid ground, in law or in reason, 
to permit. through the London debt agreements the alteration of the debtor 
creditor relation and to ignore the solemn guaranty of the German Government. 

If the arrangement is allowed ot stand, a dangerous international precedent 
will be created, which is bound to render worthless similar guaranties by States 
and to inject still more uncertainty and risk, at a most inappropriate moment, 
nto the international! financial relations 





by German law, the konversionskausse reichsmark bonds were 


The dis mination against the American holders of konversionskasse reichs 
mark bonds resulting from the proposed regulation, which debases foreign 
‘ in with the highest priority into claims of the lowest class, is, therefore, 


protested, and every effort should be made to prevent its happening 


SUGGESTED ACTION REGARDING APPROVAL OF AGREEMENTS 


Wherefore it is respectfully submitted to the Senate: 

lo withhold approval of paragraph 4 (g) of section A of annex T to the 
Intergovernmental Agreement on German External Debts (appendix 3 of the 
report), and to make either of the following reservations: 


( The ratification of the London Debt Conference Avreements subiect 
to the « lition that payments on the konversionskasse reichsmark bonds shall 
he converte into United States dollars at the rate of exchange ruling on the 


date of issue of the bonds, and so paid abroad 


(b) The ratification of the London Del Agreements is subject to the condi 

n that the konversionskasse reichsmark bonds shall be converted at the rate 
of 1 deutschemark for 1 reichsmark., and so paid abroad 

(ec) The ratification of the London Debt Agreements is subject to the condi- 


tion that paragraph 4 (¢) of section A of annex I to the Intergovernmental 
\greement shall be renegotiated in this country by an American creditor delega- 
tion with plenipotentiaries of the German Government. Until a settlement for 
Claims arising out of konversionskasse reichsmark bonds has been negotiated, 
that is satisfactory to United States Senate and American holders of these 
bonds, the United States shall withhold from its $2 billion postwar claims against 
Germany, which it is intended to waive, an amount, which the German Federal 
Republie shall guarantee corresponds to the amount owed by it to the American 
holders of konversionskasse reichsmark bonds, but in no event less than $26 
million 





Senator Smrrn. Let me interrupt you there. I understood you 
a moment ago to say there were $6 million and now you use the figure 
of $26 million. 
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Mr. Kaurman. It depends—I do not know how the source comes 
to the $6 million. The $26 million is the rate of the conversion of 1 
reichsmark into dollars at the time of issue. I do not know how they 
come to the $6 million. I cannot answer this without indication as to 
how it is computed. 


LETTER FROM STATE DEPARTMENT REGARDING PROTEST OF WITNESS 


Senator Smiru. Is this the end of the statement / 

Mr. Moore. That is the end of the statement. 

Senator Smrrn. I just want to make one comment and then I will 
call on my colleagues here to ask questions. 

First of all, in order to get the record complete, may I say that under 
date of May 23, you addressed a letter to Senator Wiley, chairman of 
the committee, and you enclosed a statement entitled, in part, “A Pro- 
test Against the Proposed Settelement for Konversionskasse.” Is 
that the same statement that you have read this morning? 

Mr. Kaurman. That is the same statement. I did not know at that 
time a public hearing would be held or that the committee will take 
the matter up in a sitting of the committee alone, so I submitted it. 

Senator SmirxH. Then for the record I would like to put in a letter 
that Mr. Riddleberger wrote to Senator Wiley on the date of June 16, 
1953, in which he acknowledged the receipt of Mr. Kaufman’s protest, 
and he attaches to his letter a memorandum of the State Department’s 
position on this matter. I think that should appear in the record at 
this point so that we get that clearly in mind. 

(The documents above referred to are as follows:) 


LETTER AND MEMORANDUM FROM STATE DEPARTMENT REGARDING POSITION OR 
Mr. Eric G, KAUFMAN 


JUNE 16, 1953. 
Hon. ALEXANDER WILEY, 
Chairman, Committee on Foreign Relations, 
United States Senate. 

My Drar SENATOR Witey: The receipt is acknowledged of the letter of May 
27, 1953, from Mr. C. C. O'Day, clerk, Committee on Foreign Relations, with 
which there was enclosed a letter from Mr. Erie G. Kaufman submitting a state- 
ment protesting the terms of settlement provided for reichsmark bonds of the 
konversionskasse in paragraph 4 (2) of section A, annex I to the Agreement on 
German External Debts. 

In accordance with your request for the comments of the State Department 
on Mr. Kaufman's statement, we have prepared a memorandum analyzing his 
arguments, Which is enclosed. You will note that the memorandum substantiates 
our position that the treatment given to the reichsmark bonds of the konversions- 
kasse in the German debt settlement is fair and equitable. Mr. Kaufman con- 
tends that these bonds should be accorded the same settlement as that of mark 
debts payable on a gold basis and having a “specific foreign character,” but as 
the memorandum points out, they were not payable on a gold basis, while their 
“specific foreign character” is taken into account. 

You will also note that the Department has thoroughly examined this problem 
on a number of occasions and that every possible attention has been given to 
Mr. Kaufman’s contentions. 

As requested, the letter from Mr. Kanfman together with his statement is 
returned herewith. 

Sincerely yours, 
JAMES W. RIDDLEBERGER, 
Director, Bureau of German Affairs. 


Enclosures: 
1. Memorandum. 
2. Mr. Kaufman’s letter with attachment. 
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MeEMo CONCERNING STATEMENT BY MR. Erxtc G. KAUFMAN ON REICHSMARK BoNpSs 
OF THE KONVERSIONSKASSE 


Under the provisions of the agreement on German external debts reichsmark 
bonds of the konversionskasse are to be converted into deutschemarks and settled 
on the basis of 10 reichsmarks equals 1 deutschemark. Mr. Kaufman contends 
that the cireumstances surrounding these bonds are such as to warrant thei 
treatment on the same | s as that accorded to goldmark obligations with a 
“specific foreign character” under article 5 of annex II and article 6 of annex I\ 
to the debt agretement, i. e., conversion at the rate of 1 reichsmark equals 1 
deutschemark Mr. Kaufman makes a number of points in support of his position, 
but his position depends principally on two arguments: 

1. The reichsmark bonds of the konversionskasse have by the contractual 
terms (explicit or implicit) of the obligations a “specific foreign character” and 
are payable in marks on a gold basis. 

2. In order to provide equitable treatment to the holders of reichsmark 
bonds of the konversionskasse in the German debt settlement they should be 
settled on the basis of 1 reichsmark equals 1 deutschemark. 

In order to consider these two fundamental points raised by Mr. Kaufman 
in proper perspective, it may be helpful to review briefly the history of the 
konversionskasse and the provisions of the currency reform legislation which 
was enacted in the Federal Republic of Germany in 1948, 

At the time of the worldwide financial crisis of the early 1930's, the German 
Government discontinued the free transfer of payments due to nonresidents 
The German Government in 1933 declared a transfer moratorium and at the same 
time enacted legislation requiring German debtors to pay into a new agency 
known as the conversion office for German foreign debts (konversionskasse fuer 
Deutsche auslandschulden) the reichsmark equivalent of all interest, dividends, 
rel and other payments falling due to nonresidents. This legislation with 
other related legislation enabled the German Government to exercise a strict 
control over the flow of payments abroad and placed it in a strong position to 


negotiate settlements with Germany's foreign creditors. The konversionskasse 








ler German law of any liability to his foreign 


creditor in respect of any payments to the konversionskasse and such liability 


law relieved the German debtor unt 








Was assumed by the konversionskasse. This legislation affected the contractual 
rights of the creditors and strong protests against the discriminatory features 
of these arrangements were made by a number of governments, including the 
United States. However, the German Government did not undertake any co 
rective sures 

Initially the konversionskasse offered the foreign creditors payment in for 
eign exchange to the extent of fifty percent of the amount paid in by their debtors, 
the balan to be covered by reichsmark noninterest bearing debentures of the 
konversionskasse. Later the Germans undertook to repurchase these debentures 


at rates varying between forty percent and seventy percent of face value. 
Beginning on July 1, 1934 payments on the above basis were suspended and 
thereafte creditors were offered three percent bonds of the konversionskasse, 


guaranteed by the German Government and expressed in the curreneyv of the 


original Claims. Thus a creditor holding a dollar claim against a German 


debtor would have been offered dollar bonds of the konversionskasse in resnect 


of any payments made by his debtor to the konversionskasse. On the other 
han f the original claim was expressed in reichsmarks the creditor would 
hay been offered reichsmarks bonds of the konversionskasse. In addition, 
various arrangements were made by the German Government, mostly through 
bilate agreements with the Governments of some creditor countries, whereby 
tl ay ! made to t conversionskasse by the German debtors were trans 
Te ! the creditor In most cases, however, the creditors did not receive full 
payment The German Government continued manipulations of this type until 
the i ¢ World War II 

rhe currency reform legislation of 1948 also affected the rights of certair 
foreign creditors. At the close of World War II the German economy was in a 
state of ruin and stagnation, and inflation was rampant One of the necessary 
steps in nging about the economic recovery of the country was stabilization 
of the currency. After failure to reach agreement with the Soviets for a cur 
rency reform on a nationwide basis, the military governors of the three wester! 
ones enacted legislation in June 1948 which provided terms and procedures for 
the conversion of currency, bank deposits and claims and debts expressed in 


rei into a9 new currency known as the deutschemark. In general 
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currency in circulation in West Germany and bank deposits with west German 
banks were converted at the rate of 100 reichsmarks equals 6144 deutschemarks, 
while debts and claims were converted at a ten to one rate. The law left open 
the treatment of reichsmark obligations of the German Government except inso- 
far as it was necessary to provide banks and other financial institutions holding 
German Government bonds with assets to prevent their bankruptcy. Under the 
terms of the currency reform law claims and debts payable in marks on a gold 
basis are treated in the saine way as claims and debts not having a gold clause. 

During the course of the negotiations leading up to the promulgation of the 
currency reform law it was the United States position it the conversion rates 
should apply to all bank deposits, debts and claims regardless of the residence 
of the creditor. It was felt that extending more favorable treatment to for- 
eigners by the occupation powers would create major political difficulties in 
Germany and might adversely affect the success of currency reform. Moreover, 
in other countries where currency reforms have been adopted since World War 
II it has not been the practice to make special concessions to foreign creditors. 
It was not possible, however, to reach agreement among the occupation powers 
on this point, and the legislation left for later determination the final conversion 
rate to be applied to bank deposits, debts and claims held by United Nations 
nationals. Such legislation was not enacted prior to the London Conference on 
German External Debts and was a subject of discussion during the conference. 

When the creditor representatives at the conference raised the problem, the 
German delegation was adamant in the position that it could not agree to a 
conversion rate for foreign creditors more favorable than that applicable to 
German creditors. After much negotiation, the German delegation ultimately 
agreed to one exception to its general position. In accordance with this excep- 
tion a conversion rate of 1 reichsmark equals 1 deutschemark is to apply 
to reichsmark debts puyable under their contractual terms on a gold basis pro- 
vided such debts are of a “specific foreign character’. This term has been 
defined to mean debts originally intended for sale or negotiation abroad or pay- 
able in a foreign country. 

The debt agreement does not establish terms of settlement for the reichsmark 
debts of the German Government, with respect to which a state of default still 
exists. This problem is primarily domestic in character, since these bonds are 
held overwhelmingly by German nationals. The debt agreement, however, pro- 
vides that foreign holders will receive the same treatment as German nationals 
when the state of default is terminated, provided, however, that if the German 
Government has not enacted legislation by January 1, 1954 relative to the con- 
version and settlement of these debts it will enter into negotiations with the 
foreign creditors representatives to establish settlement terms for foreign 
holders of such obligations. One exception to this provision is the reichsmark 
bonds of the konversionskasse (held entirely by nonresidents) for which seftle- 
ment at a ten to one rate is provided, i. e., the same conversion rate applying 
to German debts other than those of the German Government which are payable 
in reichsmarks. 

In preparing instructions for the guidance of the United States delegation 
to the London Conference on the various problems which were expected to arise, 
it was the opinion of the interested agencies of the executive branch, and the 
delegation was so instructed, that there is no justification for demanding of 
the Germans more favorable treatment for foreign creditors than is extended 
to German creditors under the currency-conversion laws It was felt that 
foreign creditors in accepting reichsmark obligations thereby placed themselves 
on a parity with German creditors and subjected themselves to the vicissitudes 
of the German economy. 


In considering Mr. Nunufman’s ntention that eichsmark bonds of the 












konversionskasse on the basis of their explicit or implicit contractual terms 
have a “specific foreign character” and are payable on a gold basis, the State 
Department agrees that these obligations have a “specific foreign character” 
but finds no basis for the contention that they are payable on a gold basis. 
These bonds were issued only to nonresidents and under the terms of the original 


bonds reichsmarks arising from interest payments on the bonds were trans- 
ferable to the bondholder in the currency in the country in which he resided. 
The German Federal Republic in assuming liability on these bonds recognizes 
this transfer obligation and considers that the provisions of paragraph 4 (e) 
of section A, annex I of the debt agreement will require it to convert into 
foreign exchange and transfer to the hondholder currently accruing interest 
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in deutschemarks. The weakness of Mr. Kaufman’s argument is with respect 
to the gold character of the obligations. The bonds do not contain a gold clause, 
and the fact that, under the laws in force in Germany at the time, the reichs- 
mark was defined in terms in gold is irrelevant. The currencies of the major 
countries of the world are generally defined in terms of gold, but this fact does 
not mean that contractual obligations expressed in such currencies are payable 
in gold or on the basis of gold. In the case of the United States, while the 
dollar is defined in terms of gold, the payment of gold or the gold equivalent 
of dollar obligations with a gold clause is expressly prevented by law. This is 
also true in a number of other countries whose currencies are defined in 
terms of gold. It is also not correct as Mr. Kaufman states that reichsmarks 
on deposit with the konversionskasse had an effective guaranty against exchange 
depreciation. (Even if such a guaranty existed, its relationship to Reichsmark 
bonds of the konversionskasse would be doubtful since the terms of the bonds 
do not include such a guaranty). The German law creating the konversions- 
kasse establishes no such guaranty, and the principal purpose of the konver- 
sionskasse Was to pay out Jess than full value. Mr. Kaufman refers to the fact 
that some partial conversions were made by the konversionskasse at the same 
rate of exchange as that at which payments were made into the konversionskasse 
apparently as an indication that an exchange guaranty existed, but this argu 
ment does not take into account the fact that no formal depreciation in the 
mark took place in this period. While the various types of currency manipula- 
tions by Germany may be regarded as in effect resulting in depreciation since 
few transactions were actually accomplished at the official rate, nevertheless 
from a legal point of view the official rate was maintained. 

With regard to Mr. Kaufman's point relating to the equities of the situation 
it must be remembered that reichsmark bonds of the konversionskasse were pay- 
able in German currency in Germany and, moreover, were issued in respect of 
debts payable originally in reichsmarks. Since other debts payable in reichs- 
marks are being settled on a ten to one basis in the debt settlement, not only 
is it equitable that the reichsmark bonds of the konversionskasse should be 
settled on the same basis, but to settle them on the basis proposed by Mr. 
Kaufman would be according them an unwarranted preference. Moreover, the 
one feature of these bonds which distinguishes them from other reichsmark 
debts, i. e., the convertibility into foreign exchange of mark payments on 
the bonds, is maintained in the debt agreement. 

Mr. Kaufman points out correctly that creditors located in a number of coun- 
tries received more favorable treatment in respect to payments made to the 
konversionskasse than did American creditors. German currency practices of 
the 1930's were rife with discriminations of all types. Inequities existed in 
payments made to foreign creditors as between currency as well as type of 
obligations. It was manifestly impossible to attempt to rectify all of the 
any past inequities in a comprehensive debt settlement program such as was 
undertaken by the London Conference, particularly where, as in this case, the 
creditor voluntarily put himself in the position in which he finds himself today 
by having accepted the konversionskasse bonds. 

In his statement Mr. Kaufman also contends that the American holders of 
reichsmark bonds of the konversionskasse were not adequately represented in 
the London Conference. The settlement terms for the konversionskasse bonds, 
both foreign curreney and reichsmark, were worked out by the negotiating com- 
mittee of the London Conference dealing with governmental debts. This cate- 
gory of American creditors was represented by the Foreign Bondholders Protec- 
tive Council and the Honorable James Grafton Rogers. president of the council, 
together with other representatives of the council, actively participated in the 
work of the committee on behalf of American creditors. The council has tradi- 
tionally restricted its activities to the representation of creditors holding obliga- 
tions floated in the United States and denominated in dollars and therefore 
did not take an active part in the negotiations which established the terms of 
settlement of the reichsmark bonds of the konversionskasse. It is understood 
however, that representatives of the council did yeview the results of these nego- 
tiations for the purpose of determining that the settlement terms did not dis- 
criminate against American creditors. 

Since the Foreign Bondholders Protective Council did not fully participate 
in the negotiations of the terms of settlement of the reichsmark bonds of the 
konversionskasse, the United States delegation to the conference followed the 
negotiations closely to insure that the settlement terms of such bonds were rea 
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sonable and did not discriminate against American creditors. Prior to the con- 
vening of the conference Mr. Kaufman presented his views on the settlement 
of the bonds to the delegation. His arguments that the reichsmark bonds of 
the konversionskasse should receive special treatment were fully considered, and 
the conclusion was reached that there was no basis to justify demands for such 
special treatment. At the request of Mr. Kaufman the delegation again consid- 
ered the problem during the courje of the conference and referred the matter 
to the State Department in Washington for review. After review and considera- 
tion by the interested agencies of the executive branch the conclusion of the 
delegation was confirmed. 

After the end of the conference and before the signing of the agreement on 
German external debts, the Department again reviewed the terms of settlement 
of the rechsmark bonds of the konversionskasse, at the request of Mr. Kaufman, 
and found no basis for requesting a change in the proposed terms of settlement. 


ACTION OF WITNESS TO PRESS CLAIMS 


Senator SmMiru. Senator Green, you have some questions 4 

Senator Green. L never got an answer to my question as to what 
you did in this matter after receiving that letter which you put in 
the record, 

Mr. Kaurman. It was 1953; it was after the conference had ended. 

Senator Green, After you received that letter what future and 
further action did you take to press your claim / 

Mr. Kavrman. I approached Mr. Ives, Senator Ives, and he took 
up negotiations with the State Department whether any changes 
could be made, and then I myself went to the State Depsctment and 
asked them to have this provision in the protocol of the London con- 
ference changed. I had no success because one gentleman told me 
Hitler promised a lot of things, and another gentleman told me, “We 
have no gold clause in this country,” and so I was frustrated, and 
the only recourse I had was to submit my statement to the Senate. 

Senator Green. Thank you. 

Senator Smirw. Mr. Kaufman, I would like to ask you if I am 
correct in my conclusion that from what I have heard this morning, 
you have two main complaints: The first one is that you or your bonds 
were not represented at the London conference. 

Mr. Kaurman. | am sorry; I did not know that you would continue. 

Senator Smirn. Is that correct ¢ 

Mr. Kaurman. Yes. 

Senator Smirn. Your second point was that the question of ex- 
change ought to be determined by the gold clause in these bonds which 
you claim gave these bonds priority over other German securities; 
is that correct ? 

Mr. KaurmMan. Yes. My main points are the following: For the 
same debts that Germany had to pay to foreign creditors, the Euro- 
pean countries, under special agreements, got bonds in the denomina- 
tions of their countries which are recognized a hundred percent. 
The Americans got reichsmark bonds, and these reichsmark bonds are 
devaiuated 10 to 1, and paid in blocked marks, so that the American 
holders for the same claims they had in Germany lost 95 percent— 
that is the basic issue of the situation. 

Secondly, the German Government always paid on a gold basis, so 
they recognized the gold character of those bonds. They did not care 
to print this gold clause into the reichsmark bonds because there was 
nobody to demand it, because no representative—nobody represented 
the Americans in negotiations with the Germans. 
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The Germans offered to make original agreements with every coun- 
try so that they knew how much they had to pay in foreign currency 
to each country, but here in America nobody negotiated on that basis, 
and so, as I said. “All right, we print on the bond what we want; you 
have to have a claim for so oe reichsmarks,” but they paid on the 
gold basis for at least 7 years, and if somebody owned those bonds in 
Switzerland they paid up to 1945 on the gold basis, and I think on 
that basis, according to the ruling of the United States Supreme 
Court, we can say the contract is interpreted by the parties for a con- 
siderable | ane ‘of time, and this interpret: ition is controlling. 

I quéted this case in the notes of the statement. 

Senator Smirn. Does this statement you have given cover your 
entire case ¢ Can we use this as the basis of considering it , 

Mr. Kaurman. I think so. 

Senator Smirn. Are there any further questions? If not, we thank 
you, Mr. Kaufman. 


PROCEDURE 


Senator Suiru. I will now call Mr. James Grafton Rogers, for- 
merly Assistant Secretary of State, and spokesman for the Foreign 
Bondholders Protective Council, 90 Broad Street, New York. Pres- 
ent also from the council, I understand, are Mr. Harvey H. Bundy, 
Mr. Kenneth M. Spang, executive vice president of the council, and 
Mr. Bonsal. 

Mr. Rogers, we will be glad to hear from you. I do not know 
whether at this time in your testimony you want to comment on Mr. 
Kanufman’s statement or whether the answers to Mr. Kaufman’s posi- 
tion are contained in this communication which we received from the 
State De partment. 


STATEMENT OF JAMES GRAFTON ROGERS, CHAIRMAN, EXECUTIVE 
COMMITTEE, FOREIGN BONDHOLDERS PROTECTIVE COUNCIL, 
INC. 


Mr. Rocrers. If I may, I will take up and mention at least Mr. Kauf- 
man’s claim before I get through, if I may proceed in other order, Mr. 
Chairman. 


Senator Smirnu. I will leave it up to you to p roceed any way you 
W ish to. Mr. Rogers. Tam very glad to welcome you here and see you 
Wain. : 

Mr. Rogers. Thank you, Senator. 

Senator Smiru. I am also glad to welcome Mr. Bundy, whom I 
have known for a good many years. It is a pleasure to see you. 

Mr. Rocrers. We have with us also, Mr. Chairman, besides the four 
whom you have named, and who constituted the delegation that took 

ut in the Lon a conference, Mr. Ray Atherton, another member 
of the cor neil, who isa retired foreign-ser’ ice officer, the last position 
that | ld having | en that of Ambassador to Canada, 


Mr. Chai rman, with this introduction I have before me a brief 
tatement of some of the principal issues in the debt settlement, and if 
y, I will skim it over somewhat rapidly, and stop to comment in 

the course of it on other points that have arisen. 








ee 
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(The full statement of Mr. Rogers follows :) 


STATEMENT OF JAMES GRAFTON ROGERS, CHAIRMAN OF THE EXECUTIVE COMMITTEE 
OF THE FOREIGN BONDHOLDERS PROTECTIVE COUNCIL, INC., BEFORE THE COMMIT- 
TEE ON ForEIGN RELATIONS, UNITED STATES SENATE, IN SUPPORT OF THE RATIFT- 
CATION OF THE AGREEMENT ON GERMAN EXTERNAL Dents Datep Fresruary 27, 
19538, AND IN SUPPORT OF THE AGREEMENT BETWEEN THE UNITED STATES AND THE 
FEDERAL REPUBLIC OF GERMANY CONCERNING THE VALIDATION OF GERMAN DOLLAR 
RoNbs DaTeD APRIL 1, 1953 


The Foreign Bondholders Protective Council, Ine., was organized at the direct 
request of United States Government authorities in 1933 as a nonprofit member- 
ship corporation to assist in safeguarding the interests of all American holders 
of foreign public dollar bonds issued or guaranteed by foreign governments or 
subdivisions thereof. The White House issued a statement on October 20, 1933, 
from which the following are excerpts: 

“The Government realizes a duty, within the proper limits of international 
law and international amity, to defend American interests abroad. However, 
it would not be wise for the Government to undertake directly the settlement 
of private-debt situations. 

“It was decided, therefore, to call together a small group to take upon them 
selves the patriotic duty of bringing into existence an adequate, effective, and 
disinterested organization to carry on this work.” F 

The council has been recognized by foreign governments as an appropriate 
representative of the bondholders. The council has received and anticipates 
the fullest proper support of its activities from the United States Government 
whenever appropriate, but recognizes that the Government is free to support it 
or not as the Government’s other interests may indicate 

The council is a nonprofit corporation; it is not organized for, and may not 
under its certificate of incorporation, engage in any business or undertaking 
for the pecuniary profit of iis members, and no funds or property of the corpora- 
tion may be paid or transferred to its members by way of any dividend distribu 
tion or otherwise except as compensation for services rendered or expenditures 
incurred. In keeping with the character of the council as a nonprofit and semi 
publie organization, the members of the executive committee and its board of 
directors serve without compensation. Only executive officers receive sal 

The council does not take deposit of bonds, nor does it undertake direct repre- 





ries 





sentation of bondholders as their legal agents It believes that bondholders 

should retain control and custody of their bonds and entire freedom of action 

The 11 directors are residents of 6 States, and the District of Columbia, rang 
ing from Colorado to New York. 

In the course of the 20 years since its organization, the council has coneluded 

4 } 7 ] ; 


negotiations and made favorable recommendations to bondholders on 31 debt 
adjustment plans covering dollar debts of some 18 countries with respect to a 
principal amount of debt due American investors of more than $1 billion. There 
has been virtua!ly complete acceptance of these adjustments by individual Amer 
ican bondholders 


This council supports the debt settlement contained in the Agreement on 
German External Debts dated February 27, 1955, and urges its ratification by 
the Senute 


The negotiations which led to the Agreement on External Debts are described 
in the report of the Secretary of State to the President dated April 4, 1953, which 
was transmitted by the President to the Senate. This council actively sup 
ported the interests of those dollar bonds for which it served as spokesman ir 
the negotiations affecting them. The results of these negotiations are con- 
tained in annex I of the agreement Che council h | 2 nt} eveloy 
ment of German debt ne tiithons continuousl the nd of the wart 
During this period we have received inquiries from numerous bondholders resid 
ing thronghout the United States s e the announcen of the settlement 


plan last August, the council has received letters from bondholders residing in 
$1 States. The bonds are widely distributed in every quarter of the countrs 
Our records indicate it the 10 States having the largest number of holders 





are as follows, in order of magnitude: New York, [linois. California, Pennsyl 
lania, Iowa, Minnesota, Ohio, Indiana, New Jersey, and Wisconsin 
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The statistics furnished by the Department of State indicate that the principal 
amount (exclusive of arrears of interest) presently outstanding of bonds repre- 
sented by this council is upward of $200 million. The American interests in the 
German foreign debt are greater than those of any other country. 

The terms of the various settlements are set forth in the documents before 
the Senate. Last August, immediately following the conclusion of the settle 
ment, a summary of the terms applicable to bonds issued by the former German 
Government and by other German public authorities was published by our 
council for the benefit of the hondholders and the investment community. The 
report of the council was widely circulated. We have brought with us copies 
which we will be glad to distribute. 

The settlement of the German debt is unique in the history of debt settle- 
ments in that it marks the first time that an overall survey, compilation, and 
settlement of the whole of the foreign debt of a nation has been attempted. This 
nade it necessary to reconcile many issues between different types of creditors 
which are not found in the ordinary type of debt settlement. The effort called 
for months of nezotiations in Washington, Germany, and London, extending 
over a period of 3 years. Inevitably, in a settlement of this magnitude and 
complexity the various creditor interests were called upon to compromise some 
of their particular claims for the benefit of the creditors of Germany as a whole. 
Our council, in keeping with its policy, insisted on respect for the bondholders’ 
contract rights. However, they joined with the other private creditors and 

| States Government and the other creditor governments in recom 
mending concessions to the end that the overall settlement of Germany’s foreign 
debt became possible and equitable to all. These concessions in the main were 
made in recognition of Germany's capacity to pay, reduced by reason of the 
consequences of the war and, in particular, the loss of territories and population 
which she suffered. Germany also received concessions which limited the 
German undertakings to an amount well within her capacity to provide the 
foreign exchange necessary for payment of her external debts. 


the Uniter 


rHE PRORLEM OF THE GOLD CLAUSI 


One of the most difficult problems to be resolved was the effect to be given 
to the gold clause in German external bonds. Substantially all of the external 
German bonds floated in the United States contained gold clauses in the form 
which was usual, prior to the 1933 congressional resolution. With respect to 
honds issued in other countries, the practice varied—most of these bonds did 
not contain gold clauses. However, the issue was presented squarely by the 
Young loan (German Government international 514 percent loan, 1930). Bonds 
of this issue were sold in the United States, Great Britain, France, Switzer 
land, and other Western European countries. The bonds were secured by a 
<o-cnalled general bond which established a gold clause for all of the issues 

Since 1930, all of the currencies in which the Young bonds are denominated 
have depreciated in varying degree, ranging from the Swiss france, to 71 percent of 
its original gold value, and the United States dollar, at 59 percent to the French 
frane and the Italian lire, which have depreciated to 4 percent of the original 
val ithe ca of the frane and less than 2 percent in the case of the lire 
By joint resolution in 1933, the Congress of the United States abrogated the 
ld clause with respect to obligations payable in dollars and provided that such 
obligations could be paid in currency dollars. No similar legislation was enacted 
by the other countries in which Young bonds are denominated. There is no 
authority as to whether the joint resolution would be applicable to dollar Young 
bonds as they were issued under an international contract. However, the joint 
resolution established a public policy for the United States which appeared to 
render it impracticable for the United States Government to acquiesce in a 
settlement of the Young bonds which recognized the gold clause, when it is not 
recognized in United States Government bonds containing the same type of 





clause 
\t the London Conference the European bondholders demanded that the gold 
e he respected. Because of the American public policy above stated, it was 
not possible for the American Government or the American bondholders’ repre- 
entatives to go along with this demand. The Tripartite Commission was pre- 
red to aecept the substitution of a dollar clause for the gold clause in the 
Young loan. This would mean that the American bondholders would be paid in 
dollars and the European bondholders would be paid in their own 
neasured by the value of the present-day dollar. A limited exchange 
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guaranty was also provided so that in the future the payments would be based 
on the least depreciated currency—whether the dollar or some other currency. 

The effect of the dollar clause settlement was in the opinion of this council 
to discriminate against the American holders of Young bonds whose position 
was unchanged, and against the American holders of the loan senior to the Young 
loan, viz., the Dawes loan (German external loan of 1924) where the American 
bondholders had a gold clause but the European holders had none American 
holders had also received less favorable treatment during the prewar period 
‘To meet these discriminations the Europeans agreed that the American tranche 
of the Young loan would receive a one-half percent higher interest rate and 
the American holders of the Dawes loan would receive a one-half percent higher 
interest rate and a 1 percent higher amortization. This was, of course, a some- 
What arbitrary settlement of the problem, but it seemed to the creditors’ repre- 
sentatives and the governments involved to be the most practical and satisfac- 
tory solution which could be devised. It was determined to be an equitable 
solution by the London Conference and by the governments represented on the 
Tripartite Commission. The Foreign Bondholders Protective Council has also 
concluded that in view of the many difficulties presented by the gold clause, the 
solution is equitable to the bondholders and the best that could be obtained for 
them. 

The treatment to be accorded bonds containing a gold clause (other than the 
Young loan) is provided in article 12 of the London Agreement. In effect, this 
article provides that the United States dollar and Swiss frane obligations con- 
taining a gold clause are payable in currency dollars, or currency Swiss franes, 
as the case may be. Obligations payable in other non-German currencies con 
taining a gold clause are payable in that currency on the basis of the equivalent in 
United States dollars of the amount due, calculated at the rate of exchange when 
the obligation was contracted for or the bond issued, converted back into the 
currency of payment at the rate of exchange prevailing on August 1, 1952, or 
the rate on the date of payment, whichever is the more favorable to the creditor. 


VALIDATION AGREEMENT OF APRIL 1, 1953 


The council has participated with our governmental authorities since the 
initial discussion concerning the bonds looted in Berlin. ‘The council believes 
the invalidation of looted bonds is clearly in the interests of the bona fide holders 
of dollar bonds and in the general American interest and hopes that the pro 
cedures contemplated in the Agreement may be placed in operation without 
delay. The council, therefore, supports the President’s request for the approval 
by the Senate of the validation agreement. 


PROTECTION AGAINST DISCRIMINATION 


After the defaults on the German foreign debt which began in 1933 and from 
that time until the outbreak of the war there were instances of arrangements 
between the old German Government and other western European governments 
which resulted in discrimination against the holders of dollar bonds and in favor 
of bondholders in various European countries. To prevent such discrimination 
taking place in the future, article 8S of the Agreement on German External Debts, 
which is before the Senate, provides that none of the creditor nations will request 
special treatment nor will Germany discriminate in favor of a given category of 
debts or in favor of one currency area over another This is one of the most 
important features of the entire debt settlement and should preclude any possi- 
bility of a repetition of the practices in the 1930's, which were protested at the 
time by the United States Government and by this council. The attainment 
of this protection has been from the beginning of negotiations an important 
objective of the United States Government and of the council. This part of the 
agreement represents one of the principal advantages of the debt settlement. 


CONCLUSION 


The council recommends the settlement terms which were ‘negotiated in 
London in the firm belief that an early removal of the default status of Germany 
by the proposed comprehensive adjustment of its external debts is in the 
American interests, both public and private. This concludes the council’s formal] 
statement but the officers of the council here present will be happy to answer 
any questions. 
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BACKGROUND FOR ORGANIZATION OF THE COUNCIL 


The Foreign Bondholders Protective Council, Inc.. was organized 
at the direct request of United States Government authorities in 1933 
as a nonprofit membership corporation to assist in safeguarding the 
interests of all American holders of foreign public dollar bonds is 
sued or guaranteed by foreign governments or subdivisions thereof. 
The White House issued a statement on October 20, 1933, from which 
the following are excerpts: 


The Government realizes a duty within the proper limits of international law 
and international amity, to defend American interests abroad. However, it 
would not be wise for the Government to undertake directly the settlement of 
private debt situations. 

it was decided, therefore, to call together a small group to take upon them 
selves the patriotic duty of bringing into existence an adequate, effective and 
disinterested organization to carry on this work 


To intervene a note of comment, the council was organized follow- 
ing the analogy of the British Council of Foreign Bondholders, and 
some other organizations somewhat equivalent to it, which already 
existed in Europe. ‘Those are quite similar to our own organization ; 
that is to say, they are not fully official bodies, they are bodies which 
are made up of members who are not members of the Government, 
and they follow the same reneral procedure that we do in regard to 
their operation. 

The pian, as Senator Gillette pointed out this morning, for the 





Organization of t 1 COT il. orle@mated in) the tloover naministration, 
which was faced with this immense default of foreia@n bonds as a re 


yression, and some machinery appeared to us then ne 


1 
I 
essary to set then up to treat those bonds. 


l 
\ ‘ ¢ . . > we . . ‘ — ] ‘ . 
\t that time I was Assistant Secretary of State in the Hoover 


sult of the de 


administration, and Mr. Bundy, who is now president of the council, 
Was also Assistant Secretary. Neither of us had anything to do with 
the organization, after the end of the Hoover administration, until 
we returned later on, many years later, both of us, into the council 
as members, but the plan was carried out by the Roosevelt adminis 
tration in the spring of the following year. That is the background 
for the organization of the council. 


FUNCTIONS OF THE COUNCH 


‘The council has been recognized by foreign vyoverhnments as an 
appropriate representative of the bondholders. The counetl has 


received and anticipates the fullest proper support of its activities 
from tl 
nizes that the Government is free to support it or not as the Gover 


United States Government whenever appropriate, but recog 


ments other interests mav indicate 


The council 1s a nonprofit corporation ; is not organized for. and 


may not under its certificate of incorporation, engage in any bus 

or undertaking for the pecuniary profit of its members, ind ne fund 
or property of the corporation may be paid or transferred its 
men v way by way of any dividend distribution or othe 
except as compensation for services rendered or expenditures incurred 
In keepu with the character of the council as a nonprofit id sen 


public organization, the members of the executive commnitt and its 
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board of directors, serve W ithout con npensation. Only executive of 
ficers receive salaries. 

The council does not take deposits of bonds, nor does it undertake 
direct representation of bondholders as their legal agents. It believes 
that bondholders should retain control and custody of their bonds 
and entire freedom of action. 

The 11 directors are residents of 6 States, and the District of 
Columbia, ranging from Colorado to New York. 

In the course of the 20 vears since its organization, the ae 
has concluded negotiations and made favorable recommendatio to 
bondholders on 31 debt adjustment plans covering dollar debts of 
come 18 countries with respect to a principal amount of debt due 
American investors of more than $1 billion. 


POTAL AMOUNT AWARDED BONDILOLDERS 


Senator Green. Is that $1 billion the ame unt collected for the bond 
holders or the amount of the original claims? 

Mr. Rogers. It is the amount of the principal of the bonds which 
were dealt with, Senator. 

Senator Green. What was the amount collected and paid to thi 
bondholders ¢ 

Mr. Rogers. Well, in all those cases the principal of the bonds was 
maintained. They still bear the same principal. “The adjustments 
whic h occurred vary from no reduce tion at all to reductions substant 
ally in arrears of interest, and in current interest, but the prin cipal 
is always maintained. Does that cover your question, sir / 

Senator Green. In part. Did you give the tot: st of the face value 
of the bonds which you are representing? I was asking about the 
total amount which was awarded the bondholders in the adjustment. 

Mr. Rogers. Well these bonds, Senator—perhaps I had better take 
time to explain the way it is done. What we have done in the case 
of all of these bonds is to maintain the | 
to say, the basic amount still remains, as a $1,000 bond is still a $1,000 
bond. 

In many adjustments, parts of the arrears of interest, often sub 
stantial parts, have been waived, that is, interest in default. 

In some of the bonds there has been substantial reduction of future 
interest, particularly in the South American bonds. In some there 
has been no reduction of future interest. 


rincipal of the bonds, that 1 


Therefore, our statement that we had dealt with $1 billion in bonds 
still applies to the bonds outstanding, which are being serviced from 
day to clay. 

Now, of course, some of them have been retired since, but that is 
the only reduction. 

Senator Green. My question did not imply any criticism; but it 
would be more comprehensive to give both figures rather than just 
one. Never mind. It has nothing to do with this case anyway. 


COUNCIL RELATIONSHIP WITH BONDIITOLDER 


Mr. Rogers. Now, if I may, I will eae here to deal with 1 or 2 
topics that came up y yesterday which have an iidiite 4 connection 
with what I have just said. 


he ve s 
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Senator Green yesterday pressed hard inquiries in regard to the 
compensation of the representatives of American bondholders, and 
the question of whether or not they had compensation which was very 
large, and which varied—was contingent and which varied with 
SUCCeSS. 

Let me answer that from the standpoint of the council. The council 
never deals with the bondholders in the sense of making any agreement 
with them at all. We proceed to negotiate a settlement which is not 
binding upon the bondholders, and then to recommend that they accept 
the settlement. 

We never ask for legal authority from the bondholders. The bond- 
holders often offer us legal authority, and we refuse it. We never 
in any way impinge on the bondholder’s contract rights. We simply 
provide an arrangement under which the bondholder can himself waive 
and change his rights if he wants to accept it. 

I state all this because we have no direct relation or contract re- 
lationship with the bondholder. 

Now, so far as compensation 1s concerned— 

Senator Green. May I interrupt here? 

Mr. Rogers. Yes. 

Senator Green. If, as in the present case, you assume that the claim 
is correct, then the claim is made worthless by reason of the action 
of the council, a claimant is affected by it if he does not accept it, as 
though he did accept it. In either case he is affected by the action of 
the council. 

Mr. Rogers. He is affected by the action of the council not because 
his legal rights are affected, but because when an agency in our 
position has made or suggested a compromise offer, of course, it affects 
the position in which he stands, Senator. 

Senator Green. How could the present claimant, Mr. Kaufman. 
assert his claim if this agreement was ratified by the Government? 


EFFECT OF RATIFICATION UPON RIGHTS OF BONDHOLDERS 


Mr. Rocers.. Well, in the present case it is the situation—— 

Senator Green. This has nothing to do with the validity of the 
claim. Lam asking whether he loses some rights by the ratification 
of this agreement ? 

Mr. Rocers. Yes, in this case particularly, sir, because in this case 
we have an intergovernmental agreement which you are asked to ratify 
which adds an additional weight to the negotiated settlement. That 
is ordinarily not the case. 

This is the first time in our history that there has been an inter- 
governmental agreement, a treaty which, particularly, affirms and 
supports a settlement. Ordinarily there is nothing of that sort in- 
volved. All that happens ordinarily is that we announce that we 
have worked out a scheme under which service will be resumed, and 
that we recommend the bondholder accept it. 

Senator Green. In other words, this is the first time that the 
Congress has been asked to ratify an agreement whereby some Ameri- 
can bondholder will be deprived of his rights. 

Mr. Rogers. Well, technically they are not deprived under this 
vgreement. It provides that the bondholder shall have the same r ights 
he had before, if he did not accept. But for all practical purposes 
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it is true that a settlement negotiated with the formality that this 
has been, and which is embodied in approval in a treaty very greatly 
limits the capac ity of the oe ler to do anything e Ise t than accept. 
Senator Green. Would the Congress be establishing a precedent / 
Mr. Rogers. ‘That, I think i istrue. I know of no eaediaal like it 
Senator Green. I just wanted to understand i 
Mr. Rogers. Yes, sir 





EXTENT OF COUNCIL'S ACTIVITIES 


Senator Smiriu. Mr. Rogers, am I to infer that you represent claims 
of all sorts, from all sorts of countries, and not just German claims / 
Is Germany just one part of your respol sibility in this whole field ¢ 

Mr. Rocers. That is correct, sir; and our expenses and all our 
activities are scattered over many countries. This is only one of the 
settlements that we have been making this past year even. After this 
settlement we entered into an agreement with Japan which is now in 
full operation, for example, a very large bond settlement. Germany 
Is only an incident in the life of the Council. 

Senator Grren. May I follow up with another question’ If you 
have had all these settlements before, and this is the first time this 
situation arises, how do you justify the position you take now / 

Mr. Rocrers. The position in what, Senator / 

Senator GREEN. A position that involves depriving American bond 
holders of rights and making his rights w orthless. 

Mr. Rogers. We have had EB Cain to do with it..s 

Senator GREEN. That is the result and you know it. 

Mr. Rogers. The Government itself converted this into an agree 
ment. It was not on our motion or with our desire. 

As I understand it. the Government view has been that the situation 


with Germany was so complicat - that it was necessary to convert 
the settlement into an international agreement in order to provide 
for it 


GERMAN TREATMENT OF AMERICAN INVESTORS 


Now. there is one very important element, senator, which IT ean 
understand in that connection, and which has not been emphasized 
here. There is in this arrangement an outst: inding r ndvantage for 
American investors. ey at outstanding advantage is the promise of 
Germany for equality of treatment, nondiscriminatory treatment, of 
the American investors. 

The whole history of German foreign debt has been constant dis 
crimination against the American holder and investor. That has 
been aenees on the ground that it was difficult for Germany to get 
dollars to pay, but the fact is that most of it has originated out of 
the aadion in Europe of negotiating special trade agreements be- 
tween Germany and her neighbors in Europe under which the secu- 
rity holders and other creditors of those countries were given special 
treatment, and Mr. Kaufman Was quite right in saying that through 
out the early history the Americans were not pre { o- treatment. 

This agreement here, this settlement, and this treaty, contain a 
promise by Germany that she will never do anything of that sort 

again, and that is a very great value, in our judgment. 
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Now, part of the purpose of the using the treaty form for this was 
to insure that term, that clause. There were other ] yurposes which I 
‘an understand, but we took no part in it whatsoeve j 

The idea of converting this, the plan to convert this, into a treaty 
was the Fiver niment initiative and not the creditors. 


PROCEDURE 


Senator Green. Do you agree with Mr. Kaufman’s statement that 
the American bondholder of this class of bonds will be discriminated 
against in comparison with the same kind of bondholders, in other 
tToreion nations 4 

Mr. Rogers. No, sir. Do you want me to—shall I go into the 
Kaufman case now’ You are asking me directly about that. 

Senator Green. I just want to know if you agree with that position. 

Mr. Rocers. If it 1s convenient with you, I will take it up now. 

Senator Smirru. I think it might be better, Mr. Rogers, to wait until 
you have finished your whole presentation, before you discuss the 
Kautm ee, Cane. 

Mr. Rogers. I will go into the Kaufman case. 

Senator Green. I want you to apply the general statements you 
made to your particular case 

Mr. Rogers. Yes, sir; 1 will try to cover it. 

You understand I do not want it for a moment to be misunderstood, 
that Mr. Kaufman’s ease is outside of our jur) diction, of the council’s 
jurisdiction; as the letter he read indicated, it is the kind of case we 
have never dealt with. 

Senator Green. Did you represent all the kinds of bondholders at 
this conference / 


Mr. Roa rs. No, sir. 


May { return to it later, sir? 

Senator GreEN. eget 

Senator Smiri. Go ahead, Mr. Rogers. 
Mr. Rogers. Very good. 


PURPOSE IN SETTING UP COUNCIL 


Now, again returning to the topic that I was dise ‘ussing, which was 
the point raised chie fly | v Senator Green yesterday, in regard to con- 
tingent fees and large profi ts by attorneys in connection with this, 
let me say, first, that und ubtedly one of the prine ipal purposes in 


setting up the council was to avoid exactly that. 
Previous to that time there had been seandalous conditions under 
which all sorts of bondholders’ committees had been set up which had 


procured the deposit of bonds, then had negotiated or failed to negoti- 
ate over a long period for the restoration of service on them, and under 
the pledge of their bonds very large charges had been made against 
the bondholders. ; 

[t was a scandalous situation which was thoroughly explored by 
the United States Senate in 1982 and 1933, I think, and later on by 
the Securities and Exchange Commission. 

One of the main purposes of the council was to avoid that elaborately 
spread system of muleting the bondholders, and since that time. ac- 
eording to our experience, there has been almost a complete death ot 
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those special committees, and the matter has been left in the hands of 
the council. There are no such committees existing which I know of 
in any field. There have been none for many years. I do not know 
of any now, do you? 

Well, in the case of Mexico, the council has never had anything to 
do with the Mexican matter because the Mexican foreign bonds were 
handled by an international committee which was established long 
before the council was organized, and we have never been active in the 
Mexican matter, but I know of no other private committees existing 
in the American field. 

Senator GREEN. But the council did not recognize all the groups of 
bondholders. It was testified that there were more groups, is that 
correct ¢/ 

Mr. RoGers. ‘T he couneil has always confined its activ if ies, Senator, 
Lo public bonds iss ied by governments or subdir isions of governments 
or guaranteed by governments. 

Secondly, bonds issued in the United States publi lv. to the public; 
thirdly, bonds denominated and payable in dollars. That Is a par- 
ticular and the most important class of foreign securities. 

We have never undertaken to represent or to negotiate in any way 
or deal with securities of any other character than that. Mr. Kauf- 
min’s securities were not issued in the United States: they were not 
denominated in dollars; they originated in debts due from property 
inside of Germany. 

I think in light of Senator Green’s suggestion I had better pursue the 
Kaufman matter for a moment, then. 


BONDS ISSUED IN TILE UNITED STATES COMPARED TO BONDS ISSUED ABROAD 


Mr. Kaufman holds, according to his statement. securities of the 
konversionskasse which were issu id Lo him in ex Lice for payments 
made to the konve rsionskasse inside Germany on account of dividends 


or interests or possibly, so far as I know, rents or things of that sort, 


arising from the holdings of (Gverman property side Germany. 
hey were issued in reichsmarks in German currency. They were 
never issued in the United States, because they could not have been 


issued in the United States without the consent of the Securities and 


Exchange Commission. 

I do not know how Mr. Kaufmar “ot them, but he testified this 
morning that he did not become an American citizen until 1944, and 
they undoubted|y arose, as near as we can make out, from the yield of 
property inside Germany when Mr. Kaufman was a re ident of 
Germany. 

It was natural, therefore, that ordinarily, inasmuch as these debts 
were payable in German currency which, of course, would be the 
natural means of payment, that the securities should be issued in 
German currency. 

Anvbody who invests in Germany, who accepts securities which are 


1 ‘ ’ 
expressed in Gverman currency or wi 


Chey, therefore, were issued in reichsmarks. 


y » Invests in any other country 
and accepts securities voluntarily, which are expressed in the currency 
of that country, must accept the fate of that country and its currency. 

That is altogether a different situation from the kind of bonds which 
we represent because our bonds, the kind of bonds that the council 
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represents, are issued in the United States under American contracts, 
providing for payment of American dollars, and originate from an 
investment of American dollars, not in Germany, but in the United 
States, in exchange for these securities. 

The whole legal, political, social, and economic position of the two 
sets is quite different. Now we have confined ourselves always to the 
field which I have described, Government securities. 


LIMITED JURISDICTION OF COUNCIL 


Senator GREEN. Is that limited jurisdiction fixed by law or fixed 
by the council itself ? 

Mr. Rogers. It is fixed in the origin of the council at the time that 
the group was first called together in 1933. 

Senator GREEN. I am not — ‘ularly interested in one case, except 
as an illustration of a principle, but I do not see how the council can 
recognize all these creditors when there were for different groups that 
were brought to our attention yeste rday: One was the Foreign Bond 
holders Protective Council—that is the group, which vou represent ; 
another was the American Award Holders Committee concerning 
mixed claims bonds, so you do not represent them; another was a 
group ot miscells aneous and commercial cle bt Bondholde T'S whic h you 
did not represent, and the other was the Dollar Corporate Bond- 
holders Committee. 

I understood you to speak as though you were representing all the 
American claimants. 

Mr. Rogers. Oh, no, sir, I am sorry you misunderstood me, because 
J tried to make it explicit. We represented only—— 

Senator Green. If not, why should not these other claimants be 
taken into account in this agreement which you say has such an oflicial 
aspect that it may have the possibility of excluding them ? 

Mr. Roerrs. I think they were all taken into account, Senator, all 
of the others. 

Senator Green. Did you re — nt them all? 

Mr. Rocrers. No, we did not, but there were—— 

Senator Green. Did you act in their interest ? 

Mr. Rogers. No. 

Senator Green. Very well. Are you going into that later? 

Mr. Rogers. I will take it up later. 

Senator Green. Excuse my interruption. I will let you proceed, as 
the chairman said, according to your own wishes. 

Senator SmirH. You may continue. 


SALARTES OF COUNCIL OFFICERS 


Mr. Rogers. There are no contingent—to return to the point that 
I was trying to finish—fees involved nor anything involved in the 
way of expense except salaries to the oflicers, the executive active offi 
cers of the council. 

If you are interested in the amount of those salaries, I will read 
them to you. They are all of public record, and they are surprisingly 
small. ‘There is no contingent element involved in it. 

Senator Green. Is that the only compensation you get? 

Mr. Rogers. That is right. 
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Senator Green. Except for your expenses / 
Mr. Rogers. That is right. 
Senator Green. I do not want to hear it. 


INCOME OF COUNCII 


Mr. Rogers. The only income of the council arises from two sources. 
When we make a settlement we have been prescribing for some years 
that any bondholder accepting the settlement should pay $1.25 for each 
$1,000 bond out of the first moneys received under the accepted settle 
ment, one-eighth of 1 percent. 

Senator Green. Then you must know how much you received. 
That was one of the figures which I thought you were unable to give. 

Mr. Rogers. No. Did you ask me, sir / Yes, we know the amounts. 

Senator Green. I understood you to say you did not. 

Mr. Rocrrs. We know the amount of acceptances, which is about 
$1 billion through the 20 years, and we have collected in the early days 
the practice was different, Senator, but in recent years we have col 
lected a dollar and a quarter per $1,000 on those bonds. 

The council—I am roughly estimating, and offhand at the moment, 

l think the council—has collected through 20 vears about $1 million 
from the bondholders, and it has spent that at the rate of about 
SOO.000 a year, on the average, in its operations. We now have in the 
treasury a couple of hundred thousand dollars, something like that. 


SUPERVISION OF THE FINANCES OF THE COUNCIL 


There is no matter of contingent fees involved. These are fixed 
salaries which are paid normally, and there is no distribution of profits 
to anybody. Asa matter of fact, as stated in the official White House 
announcement in the beginning, this has been, for all of the couneil 
except the executive officers, entirely a volunteer and somewhat expen- 
sive operation in which they have been trying to serve the public 
interests of the United States only. 

The funds of the council, the finances of the council, are supers ised 
and inspected by the State Department and the Securities and 
Exchange Commission. 

In 1937 the council asked that annually or as often as was convenient, 
a board of visitors should be appointed by the Secret: n'y of State and 
the Securities and Exchange Commission which would go over the 
accounts and finances of the council, and that has been carried out 
periodically, not always every year, but periodically through the years, 
and the council, in addition, has published each year—not every year, 
but now every second year, has published—an expensive annual report 
which covers, which includes, a statement of its finances, of its receipts 
and expenses, a statement of its principal transactions, and also a list, 
elaborately set up, of the outstanding dollar bonds which are held in 
the United States as they appear on the records. That is a standard 
work of reference in this field, where our accounts are practically 
public property. 

COUNCIL SUPPORT OF AGREEMENT 


I now turn, if I may, to the German debt settlement. The council 
supports the debt settlement contained in the Agreement on German 
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External Debts dated February 27, 1953, and urges its ratification by 
the Senate. 

The ne votiations which led to the Agreement on External Debts are 
described in the Report of the Secretary of State to the President dated 
\pril 4, 1953, which was transmitted by the President to the Senate. 
This council actively sup yported the interests of those dollar bonds 
for which it served as spokesman in the negotiations affecting them. 
The results of these negotiations are contained in annex € of the 
agreement. The council has been active in the development of German 
debt negotl tion continuously since the end of the war. 

Senator Ginterrr. Pardon me, which war? 

Mr. Rogers. This last war. World War II. 

During this period we have received inquiries from numerous bond- 
holders residing throughout the United States. Since the announce- 
ment of the settlement plan last August, the council has received letters 
from bondholders residing in 41 States. The bonds are widely dis- 
tributed in every quarter of the country. Our records indicate that 
the 10 States having the largest number of holders are as follows, in 
order of magnitude: New York, Illinois, California, Pennsylvania, 
[owa, Minnesota, Ohio, Indiana, New Jersey, and Wisconsin. 


BONDHOLDERS REPRESENTED BY THE COUNCIL 


The statistics furnished by the Department of State indicate that 
the principal amount—exclusive of arrears of interest—presently « out- 
standing of bonds represented by this council in the German Confer- 


ence is upward of $200 million. The American interests in the Ger- 
mah toreign debt are greater than those of any other country. 

Senator Green. Do you have a list of the outstanding bonds; does 
that represent all kinds of bonds or only some kinds of bonds ? 

Mr. Rocers. It represents governmental dollar bonds of the tvpe 
that I have been describing, Senator. 

Senator Green. That is limited here? 

Rocrers. Yes: that is the largest — 

Senator GreEN. Does it represent all of the German bonds? 

Mr. Rocrrs. No, sir. There are in addition, if [ can help make it 
clear, Senator—we represent, pursuant to our tradition, the bonds 
for which the German central government, the federated state, is 
respons ble. Those include the Dawes and Young | loans, but they we 
restricted to dollar bonds; and we represent also the dollar bonds of 
the conversion office which I have been referring to, when they are 
dollar bonds only. 

We represent also the dollar bonds issued by the German states 
und cities. 

ebt conference, however, dealt only with those in the present 
Western Germany. There was no effort to make any settlement for 
the debts inside the Iron Curtain. 


LIMITATIONS ON REPRESENTATION OF COUNCII 


Senator Green. Will you tell me why you failed to include the 


konversionskasse reichsmark bonds ? 
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Mr. Rogers. Yes, bec ause, as I tried to state before, Senator, they 
are of altogether a different character than the bonds that the council 
has undertaken to represent. - 
Senator Green. How do you differentiate? Have you any written 
statement of the limitations as to the kind of bonds you would nut 
consider ? 
Mr. Rogers. Yes, sir. The limitations on what we consider as 
within our function and what we were really organized to consider 
from the beginning are these: We are organized to deal with bonds 
of foreign governments issued in the United States publicly, that is 
to the general publ ec, for subscription, which are payable in the 
United States in dollars. In other words, they are bond coverned 
by American contracts, and payable in the United States in our 
currency. 
There are vast amounts of securi 
internally in other countries as, for example, to deal with our present 
instance, great quantities of German bonds which are issued in Ger 
many and sold in Germany. 
Senator Green. Yes: but the konversionskasse rei nark be 
were not of that character, were they / 
Mr. Rocers. Yes. 
Senator Green. Were they primarily foreign bonds 
Mr. Rogers. No, sit 
Senator Green. There were specific provisions in them relating to 
foreigners. 


1: } ’ 
ies which ire =U d over the Wol d 


Mr. R IGERS.,. There was one TOVISIO } n the ». menatol! | t me 
me — : 
make it clear, we are not respo! sible for this situation. I am trying 
to help the Senate in th msideration of it, and that is all 

AUTHORIZATION FOR SCOPE OF COUNCIL'S ACTIVITIES 


senator GREEN May I ask again what I ask d before: I iis pro 


vision, now limiting the council to certain kinds of bonds, in tl 


legislation under which you were organized, or is that provision in 
a rule that you have established for your own guidance? 

Mr. Rocers. There is no legislation authorizing the council. The 
council is organized as a not-for-profit corporat f the State of 
Maryland, which was mply a conventlel pig to iIncorpol Le 
membership corporati¢ , 

Senator Green. Do you h a charter 

Mr. Ro ERS, A cl iter. 

Senator GREEN. Does the charter provide his limitat i 

Mr. Rocers. The charter, | do not rememl 
securities of foreign countries, I think. 

Senator Smiru. Wou you furnish a copy of e charter fo ‘ 


record. 
Mr. Roa Rs. Ce rtainthy ; we ¥ il] ave to get It. We har e not got it 
here, Senator. | 
senator Smiri. <All ri 
(Subsequent to the hearine the con nittee rece i the Tollowing 
document :) 


rht. 
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CHARTER OF THE FOREIGN BONDHOLDERS PROTECTIVE COUNCIL 


CERTIFICATE OF INCORPORATION OF FOREIGN BONDHOLDERS PROTECTIVE COUNCIL, INC. 


This is to certify 

Kirst: That we, the subscribers, Hendon Chubb, whose post office address is 
1) John Street, New York, N. Y.; Thomas DD. Thacher, whose post office address 
is 120 Broadway, New York, N. Y., and John C. Traphagen, whose post office 
address is 48 Wall Street, New York, N. Y., all being of full legal age do, under 
and by virtue of the general laws of the State of Maryland authorizing the forma 
tion of corporations, associate ourselves with the intention of forming a nonprofit 
membership corporation without capital stock. 

Second: The name of the Corporation is Foreign Bondholders Protective 
Council, Ine 

Third: The purposes for which the Corporation is formed and the business 
or objects to be carried on and promoted by it are as follows: 

(a) To protect the rights and interests of holders of public securities 
including obligations of foreign governments, states, municipalities and other 
vovernmental subdivisions, instrumentalities and agencies, and any other 
obligations for the payment of which such debtors lmay be contingently or 
secondarily liable, wherever the same may have been issued; and especially 
to protect the rights and interests of American holders of such obligations 
or of any interest therein 

(b) To collect and preserve documents, statistics, reports and information 
of all kinds with respect to public securities, and make the same available to 
rs of public securities as the Corporation may deem expedient. 
ither directly or through other agencies to negotiate and carry out, 
or assist in negotiating and carrying out, arrangements for the resumption of 
payments in respect of any public securities in default, or for the rearrange 
ment of the terms on which such securities may in future be held, for the 
conversion or exchange of the same for new securities, or for any other ob 
ect n relation there » and where necessary effe tively to represent the 
holders of publ ecurities or otherwise, to invite the deposit with itself or 
with others and undertake the custody of such public securities and to issue 
ts or certificates of the Corporation in place of the securities so de 
posited and to deal with such securities and the income or avails thereof as 


may be authorized to do in behalf of depositors 

d) For the purposes herein set forth or otherwise, to act in the name and 

behalf of the holders of public securities, the care or representation of 
whose interests shall be intrusted to the Corporation. 


lo render assistance to and support measures and enterprises caleu 
lated to maintain and promote public credit and to benefit the holders of 





cu tle 
f lo acquire funds for any of its corporate objects or purposes in any 
nner whatsoever, including, without being limited to, the acceptance of 
donations ibscriptions and advances from any sources 
) Todo all and everything necessary and proper for the accomplishment 
he objects herein enumerated or necessary or incidental to the protection 
nd benefit of the Corporation and in general to carry on any lawful business 
‘ ert ig necessary to the attainment of the purposes of the Corpora 
{ whether such business or undertaking i¥ similar in nature to the objects 
nd powers hereinabove set forth or otherwise; but nothing hereinabove 
i sl be construed to give the Corporation any rights, powers or 
privileges not permitted by the laws of the State of Maryland to corporations 
organized under the laws of the State of Maryland 
Che foregoing shall be construed as objects, purposes and powers and it is 
hereby expressly provided that the foregoing enumeration of specific powers 
shall not be held to limit or restrict in any manner the powers of the Corpo 
tion 
Fourth: The post office address of the place at which the principal office of 


the Corporation in this State will be located is No. 1706 First National Bank 
Building, corner of Light and Redwood Streets, Baltimore, Md. The resident 
agent of the Corporation is the United States Corporation Co., which is a corpo 

ition of the State of Maryland, the post office address of which is No. 1706 
lirst 
Md. 


‘ 


onal Bank Building, corner of Light and Redwood Streets, Baltimore, 
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The Corporation shall have executive offices in the city of Washington, District 
of Columbia and in the city of New York, N. Y. and in such other places within 
or without the State of Maryland as the Board of Directors may from time to 
time determine. 

Fifth: The Corporation shall have no capital stock. 


Sixth: The Corporation shall have 19 directors. The names of those who 
, shall act as directors of the Corporation until the first annual meeting or until 
their successors are duly chosen and qualified are: 
Charles Francis Adams Herman Ekern Orrin K. MeMurray 
: Newton D. Baker Krnest M. Hopkins Koland S. Morris 
; J. Reuben Clark Pierre Jay Thomas LD. Thacher 
S Laird Bell Philip La Follette Raymond B. Stevens 
Hendon Chubb Mills B. Lane John C, Traphagen 
William L. Clayton Quincy Wright 
John Cowles Frank O. Lowden 


Seventh: The following provisions are hereby adopted for the purpose of 
defining, limiting and regulating the powers of the Corporation and of the direc 
tors and members: 

(a) The Corporation is not organized for and shall not engage in any 
business or undertaking for the pecuniary profit of its members and no funds 
or property of the Corporation may be paid or transferred to its members 
by way of any dividend, distribution or otherwise, except as Compensation 
for services rendered, expenditures incurred or as interest for advances 
made. Upon the final dissolution of the Corporation and the liquidation of 
its affairs, its assets shall be applied first to the discharge of its liabilities 
and the balance of its assets then remaining shall be devoted to the objects 
and purposes for which the Corporation is organized or to some of them or 
to objects or purposes analogous or similar thereto in accordance With any 
scheme or plan approved by the vote of a majority of those persons consti- 
tuting its Board of Directors at the time of such final dissolution and 
liquidation. 

(b) The full members of the Corporation shall consist of the persons who 
shall from time to time constitute the Board of Directors. Each full membet 
of the Corp ation shall be entitled to one vote at all meetings of members 
of the Corporation 

Additional classes of membership, with or without voting privilege, may 
from time to time be established by the bylaws. The rights and privileges 
of the members of any additional class or classes and the restrictions and 
limitations thereon, the fees and charges, if any, to be paid by such members 

. and the manner of their election, shall be as provided by the bylaws 
(c) Meetings of members of the Corpor 





ition may be held at such place 





or places within or without the State as may be designated by the bylaws or 


by the Board of Directors pursuant to authority granted by the bylaws. 








(d) Notwithstanding any provisions of law requiring any action to be 
. taken or authorized by the affirmative vote of a majority or other designated 
proportion of the members or to be otherwise taken or authorized by the vote 
of the members of the Corporation, such action (other than action upen an 
amendments to this charter which shall be governed by the provisions of 
pi sraph (g) of this article) sha e effective and valid if ken or author 
ized by the affirmative te of a majority of all the members entitled to vote 


present in person or represented by proxy at a duly constituted meeting. 

(e) An Executive Committee may be appointed by and from the Board of 
Directors in such manner and subject to such regulations as may be pro 
vided in the bylaws, which committee shall have and may exercise all the 
powers of said Board during intervals between meetings of the Board, 
subject to such limitations as may be provided in the bylaws or by resolution 
of the Board of Directors. The members of the Executive Committee may, 
in the discretion of the Board of Directors, be compensated for their services 
as the Board of Directors may provide. 

(f) Bylaws may be made by the Board of Directors, except as otherwise 
provided by law and may be altered in such manner as may be therein 
provided. The Board of Directors may in their discretion authorize the pay 
ment of expenses paid or incurred by the Directors in attending meetings 
of the Board of Directors and of the Corporation. 

(z) The Corporation reserves the right from time to time to make any 
amendments to this charter, including any amendments affecting the rights 
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and privileges of its members or any class thereof and the restrictions and 
qualifications thereof and the affirmative vote of a majority of all the mem- 
bers of the Corporation entitled to vote shall be sufficient to authorize the 
adoption of any such amendment. 

Kighth: The duration of the Corporation shall be perpetual. 

In witness whereof we have signed this certificate of incorporation on Decem- 
ber 13, 1933 

(Signed) HeNnpon CHUBB 
(Signed) THomas D. THACHER 
(Signed) JoHN C, TRAPHAGEN 
(Seal of the Office of State 
Tax Commission of Maryland) 
SraTe or New York, 
County of New York, ss: 

I hereby certify that on the 13th day of December 1933, before me, the sub 
scriber, a notary public of the State of New York, in and for the County of New 
York, personally appeared HENDON CHUBB, THOMAS D. THACHER and 
JOHN ( TRAPHAGEN and severally acknowledged the foregoing Certificate 
of Incorporation to be their act. 

WITNESS my hand and notarial seal the day and year first above written 

( NOTARIAI Freperick B. Ler, 

SEAL ) Notary Public. 
FREDERICK B. Ler, NOtary Public 
N. Y¥. Co. Clk’s No. 63, Reg. No. 5-L-18 
My Commission expires March 30, 1935 
(Seal of the Office of State 
Tax Commission of Maryland) 


Certificate of Incorporation of “FKORRIGN BONDHOLDERS PROTECTIVE 
COUNCIL, INC.”, received for record December 18, 1933, at 10:45 o’clock A. M., 
and approved by the State Tax Commission of Maryvland December 18, 1933, as 
in conformity with law and ordered recorded. 

(Signed) <A. LeRoy McCarpDeE LL, 
(Signed) Jesse D. Price, 
Commissioners. 
Sratre TAx COMMISSION OF MARYLAND: 


It is hereby certified, that the within instrument is a true copy, as received 
and approved by the State Tax Commission of Maryland. 
As Ww ess my hand and seal of the said commission at Baltimore, this 28th 


day of December 1933 
(Signed) Apert W. Warp, 
Albert W. Ward, 
Necretary 
(Seal of the Office of State 


Tax Commission of Maryland) 


LIMITATION ON COUNCIL’S ACTIVITIES 


Senator Green. Then. as I understand it, this is a limitation that 


vou put on yourself on your own activities ? 

Mr. Rocrers. Well, it is broader than that. Senator. It is a limita 
tion which everybody has accepted and treated as sound, and in prac 
tic e the beginning. I do not know when it originated. I did 
not join the Council until 1937 or 1939. and it was then 

Senator Green. Perhaps there never was any occasion to have the 
point come up before. 

Mr. Rogers. Oh, ves: there are lots of occasions, sir. We are quite 
freque nth I was eoine to SAY every day, but that is too frequent- - 


every week or two, some! ody brings us some foreign security. 
Sel tor GREEN. Since vou declined to consider these bonds in other 
cases di In’t you have to be able to cite some rule under which you 


y 


Mr. Rocers. Well, we are acting under the practice of the Council 
which has existed since the beginning. 
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Senator Green. Then there must be some rule that you can formu- 
late or that has been formulated; otherwise it is arbitrary. 

Mr. Roacers. Well, there is a rule, there is a recent resolution of the 
Council, recapitulating rules, stating it over again. 

Senator Green. What are you quoting from when you state it ¢ 

Mr. Rocers. I beg your pardon ? 

Senator Green. What are you quoting from when you state the 
rule ? 

Mr. Rogers. I am stating the rule as the basis of the practice of the 
Council from the beginning, and I have no doubt that if we search 
back—I never have searched back, but if we search back—through the 
records we would find some kind of an adoption of it very early in the 
Council’s history. 

Senator Green. I think it is quite important in this present instance 
that you be sure to quote accurately the rule whatever it is. 

Mr. Rocers. Well, I have no doubt of that, sir; it is a topic that is 
constantly before the Council. 

Senator Green. Perhaps you will look it up and let us have it? 

Mr. Rocrrs. I will; I will be very glad to do that. 

(Starr Nore.—The material referred to above was subsequently 
received by the committee and appears as the last item in this 
volume. ) 


CRITERIA FOR DETERMINING COUNCII s SCOPE 


Senator Smirn. Mr. Rogers, if I understood your distinction you 
were dealing with bonds issued by a Government in this country, pay- 
able in dollars, and sold in this country ? 

Mr. Rocers. That is right. 

Senator Smrru. You were not including bonds issued in Germany, 
payable in marks, and issued for a local government loan over there, 
which normally would not come into the hands of foreign holders; is 
that the distinction 7 

Mr. Rocers. That is right, sir. 

Senator Smirn. I am trying to get one distinction; is that it? 

Mr. RoGERs. That is right. 

The terms of the various settlements are set forth in the documents 


before the Senate. Last Aucust, immediately follow 12 the conclu- 
sion of the settlement, 2a summary of the terms applicable to bonds 
issued by the former German Government and by other German public 
authorities was published b 


holders and the Invé stme! 
was widely circulated. 


will be glad to distribute. 





‘ } ] 1 } . 
2 or 3 blue pamphlets which the Council issued t variou iges of 
this negotiation, and which have been widely distributed through the 
country. The Importance ¢ f this is primariuy in connection with the 


1 


] 


questions that one of the Senators raised yesterday in regard to the 
public notice gviven of the re 

The settlement of the German debt is unique in the history of debt 
settlements in that it marks the first time that an overall survey, com- 
pilation, and settlement of the whole of the foreign debt of a nation 
has been attempted. 


» , “es 
ilts of the conference. 
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CLARIFYING TERMS OF THE STATEMENT 


Senator Green. Is that statement correct? I thought you did not 
take the whole foreign debt. 

Mr. Rogers. No; we did not deal with the whole foreign debt, the 
council did not, but the conference did. This refers to the conference. 

Senator Green. It does not say so; it says the settlement of the 
German debt; it says nothing about the council. 

Mr. Rocrers. Well, I will amend the statement if it is necessary to 
make it clearer. The conference dealt with the whole, for the first 
time in history, with the overall survey, compilation, and settlement 
of the whole of the foreign debt of a nation. The council, not the 
conference—the council confined itself to the representation of a par- 
ticular but very large group of bonds. 

Senator Green. I take it we were justified in assuming that that 
would have included the bonds in question and under discussion, in 
the language that you use here. It included the settlement of the 
German debt, didn’t it? 

Mr. Rogers. There was a settlement—you are referring to Mr. 
Kaufman’s bonds, Senator ? 

Senator Green. Yes. 

Mr. Rogers. There was a settlement of these bonds. They are in- 
cluded expressly in the debt settlement. 

Senator Green. Apart from your explanation which I am glad to 
have, the language in this written statement is too broad altogether, 
is it not? 

Mr. Rogers. Well, there is no reason why we should not amend it, 
sir, if there is any doubt about its meaning. 

Senator Green. I do not care to amend it. It is you who might 
want to amend it. I do not want todo it. If you want to amend it, 
you may; if vou do not, it stands as it is, but it is inconsistent with 
some of the statements you have made. 

Mr. Rocers. Well, if there is any doubt about its meaning, say that 
the conference 

Senator Green. Do you think there is any doubt? There is no 
doubt about it. It is quite clear. The question is whether it is what 





vou mean, 

Mr. Rocrrs. We will amend the statement, Senator, to read that the 
conference, in regard to the German debt, was unique in the history 
of debt settlements. 

Senator Green. The council? 

Mr. Rogers. The conference. 

Senator Green. The conference? 

Mr. Rogers. Yes. 


COMPROMISES AND RESPECT FOR BONDHOLDERS’ CONTRACT RIGHTS 


This made it necessary to reconcile many issues between different 
types of creditors which are not found in the ordinary types of debt 
settlement. The effort called for months of negotiations in Washing- 
ton, Germany, and London, extending over a period of 3 years. In- 
evitably, in a settlement of this magnitude and complexity the vari- 


ous creditor interests were called upon to compromise some of their 


particular claims for the benefit of the creditors of Germany as a 
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whole. Our council, in keeping with its policy, insisted on respect for 
the bondholders’ contract rights. However, they joined with the 
other private creditors and the United States Government and the 
other creditor governments in recommending concessions to the end 
that the overall settlement of Germany’s foreign debt became possible 
and equitable to all. These concessions in the main were made in 
recognition of Germany’s capacity to pay, reduced by reason of the 
consequences of the war and, in particular, the loss of territories and 
population which she suffered. Germany also received concessions 
which limited the German undertakings to an amount well within her 
capacity to provide the foreign exchange necessary for payment of 
her external debts. 

Our next section covers the gold clause, and I will omit reading 
it inasmuch as it has not emerged here as a major problem. 

Senator Smiru. That does emerge in Mr. Kaufman’s statement. 
He mentioned that. 

Mr. Rogers. There is no actual gold clause in Mr. Kaufman’s bond. 
He claims it ought to have the equivalent of one. 

Senator Smiru. I see. You may skip that, then. 

I may say, Mr. Rogers, I do not want to hurry you, but we will 
have to recess in a few minutes. I have some matters on the calendar 
which are being considered now on the Senate floor and Derg oie re 
I will have to propose to recess at 12:30 to 2 o'clock. So it is just 
a question of whether you want to go to another subject now or recess 
now and go until 2 o’clock, and at that time take up another subject. 

Mr. Rogers. We might as well recess now, sir. 

Senator Smirn. I think it might be well. 

We will recess now until 2 o’clock. 

(Whereupon, at 12:25 p. m., a recess was taken until 2 p. m., the 
same day.) : 

\FTERNOON SESSION 


Senator Hickentoorer. The committee will be in order. 
Mr. Rogers, vou had not con npleted your testimony this morning, 
I believe. Would you care to proceed ¢ 


STATEMENT OF JAMES GRAFTON ROGERS—Resumed 
INVALIDATION OF LOOTED BONDS 


Mr. Rogers. Yes, Mr. Chairman. And I have only a very little 
to add. Included in the documents submitted to you for ratification 
is the validation agreement. The council has participated with our 
governmental authorities since the initial discussion concerning the 
bonds looted in Berlin. The council believes the invalidation of 
looted bonds is clearly in the interests of the bona fide holders of 
dollar bonds and in the general American interest and hopes that 
the procedures contemplated in the agreement may be placed in 
operation without delay. 

There was reference yesterday to speculation. Our impression is 
there has been since the war very little speculation in German bonds, 
not because of any lack of desire or motive, but because the value 
of the German bonds was so unsettled and also because of the looting 
that no speculator could be sure that a bond he bought was going to 
be validated. 
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THE RIGHT TO VALIDATION 


The right to validation depends on a series of facts in regard to 
where the bond was under given conditions, and our judgment is that 
while there, of course, has been some speculation, undoubtedly it has 
been relatively small, because they did not know, the speculators, 
with what they were dealing. There also was no trading in the 
recognized markets, and the Securities and Exchange Commission 
pressed hard ou all licensed brokers to prevent their dealing. 

Our judgement is, from what we can gather, with constant contact 
with bondholders in quantities of correspondence with them, that 
the speculation has not been substantial up to this time. 

Now, on the other hand, with the terms here announced and the 
necessity very soon of announcing the requirements for validation, 
our judgment is that speculation might begin in a considerable rate 
and eal ly. We are therefore of the opinion that the prompt putting 
in operation of this validation machinery, which promptness has been 
attended to by the governments, that the prompt putting into opera- 
tion of this validation machinery is the best assurance against specu- 
lation that can be given. 

Before closing I want to emphasize again, but very briefly, what 
is to us the most important element of this settlement outside of the 
general national interests, 


REHABILITATION OF GERMANY 


We are in hearty agreement with the policy laid down by Congress, 


I think, and by the executive department, that the rehabilitation of 
Germany is in the mops American interest, that it would relieve 
us rapidly from any asion for further advances in support of 
Ge rmany, that it will put Germany on her feet as a healthy and nor- 
mal element so far as that can be accomplished in the world as one 





of the family of nations, aa that it is generally orale from the 


standpoint of the United States political and economic policy, 





PROTECTION AGAINST DISCRIMINATION 
We want, however, to emphasize that another value in these agree 
ment which are represented here in the treaties before vou, is their 
protection against discrimination. That has been a nightmare to the 
state Department and to the coun il from 1929 or 1930 when the first 
discriminations began. We protes ted it, the Government and our- 
elves, over and over again, without success. 
lor the first time we have here an agreement by Germai Vy that she 
ill not resort to that kind of thing. It is very easy to make an 
‘it because of the relatively small quantity of trade with 
the United States on Germany’s part t and her « apacity, her relatively 
il capa ty, to earn dollar . The call for dollars is, however, not 
tremendous, and she ean take care of the dollars if she wants to 
mie pledges herself here so to do, and it has, speaking pers sonally, 
| 


been one of my main interests in recent years to attain an agreement 
of this sort, which forbade discrimination. 
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URGING RATIFICATION 


Now, in conclusion, Mr. Chairman, we believe that the ratification, 
and the ratification as early as the machinery of the Senate permits, 
of these is not only in the interests of the bondholders, but primarily 
and overwhelmingly in the interest of the country, and we trust that 
the Senate will find its way to approve these agreements without 
reservations or restrictions. 

Senator Hickentoorer. Thank you, Mr. Rogers. 

Senator Gillette, do you have any questions ¢ 


AUTHORITY AND SCOPE OF COUNCH 


Senator Gitterre. Mr. Chairman, I have a number of questions I 
want to ask with reference to the organization that Mr. Rogers repre- 
sents as president. 

You are president of the organization, aren’t you ? 

Mr. Rogers. I am now chairman of the executive committee, Sena- 
tor. Mr. Bundy is president. I resigned as president in April. 

Senator Gitterre. I am having some difficulty in understanding 
the authority and the support of your organization. I have here the 
document filed with us under date of June 18, today, by the Depart- 
ment of State, and I read: 

The creditor representatives fall into three general classes. In the first class 
are those representatives of a relatively small and identifiable group of creditors. 
In this class were the American Committee for Standstill Creditors representing 
13 banks holding claims for debts suspended by the moratorium in the early 
1930’s. Similarly the Committee for the Mixed Claim Awardholders acted in 
the interest of approximately 175 individuals and corporations 

Senator HicKENLOopEr. There is a vote on the floor of the Senate 
and we will have to suspend. I would suggest that we can come back 
in about 15 or 20 minutes. It would be better to proceed this after- 
noon as lone as we can. 

(Short recess. ) 

Senator HicKENLooreR. The committee will be in order. 

Senator Gillette, will you continue your questioning ¢ 


QUOTING STATE DEPARTMENT MEMORANDUM REGARDING CLASSES OF 
CREDITORS 


Senator GiteTre. Mr. Chairman, just before we were called to the 
floor, | was addressing a question to the witness and was quoting, I 
believe, from a memorandum as of today made available to us by the 
Department of State, calling attention to the three general classes of 
creditors that were represented at the London Conference: 


In this class was the American Committee for Standstill Creditors, represent- 
ing 13 banks holding claims for debts suspended by the moratorium in the early 
1930’s. Similarly, the Committee for the Mixed Claim Award Holders acted in 
the interest of approximately 175 individuals and corporations. 

The second group includes the two organizations that spoke for bondholders. 
One of these organizations is the Foreign Bondholders Protective Council. The 
other is the United States Committee for German Corporate Dollar Bonds. Both 
of these committees are recognized by the Department as acting in the interest 
of bondholders, but they do not act in a strictly representative capacity, since they 
were not nominated or elected by the bondholders themselves. 

The Foreign Bondholders Protective Council, Inc., was organized in 1983 at 
the invitation of the United States Government for the purpose of protecting the 


35132—53——-9 











126 AGREEMENTS WITH THE FEDERAL REPUBLIC OF GERMANY 


interests of American holders of foreign public dollar bonds issued or guaranteed 
by foreign governments or political subdivisions thereof. It is a private, inde- 
pendent, nonprofit organization. The council has had the full support of the 
Department of State since its organization, without impairment of its independent 
status. 


QUOTING ANNUAL REPORT OF FOREIGN BONDHOLDERS PROTECTIVE COUNCIL 


In the annual report of your organization made in 1950, on page 15 
quoting the origin and the purposes of the Foreign Bondholders Pro- 
tective Council, I read the following: 

The White House announcement to the press on October 20, 1933, stated that 
the making of satisfactory arrangements and protecting American interests was 
“a task primarily for private initiative and interest.” The traditional policy 
of the American Government has been that such investment transactions were 
primarily private actions to be handled by the parties directly concerned. The 
Government realizes the duty within the proper limits of international law and 
international amity to defend American interests abroad. However, it would 
not be wise for the Government to undertake directly the settlement of the 
private-debt situation. 

You quoted that, Mr. Rogers, as the endorsement of the work 
your organization; in that connection, may I ask you this question: 
In view of the fact that the Government states that it has a duty 
within certain limits to aid its citizens in the presentation of claims 
growing out of holdings of bonds or securities, is it your contention 
that the responsibility of the State Department is limited to those 
whom you represent 

Mr. Rocers . No, > 

Senator Guanes. That being the purpose of the Department of 
State, it is incumbent on the part of the Department of State to extend 
the same sort of support to all American citizens holding claims, 
whether the vy are represented by your org nization or not. 


Mr. Rocers. Yes, sir 
ORIGIN OF PRIVATE ORGANIZATION TO REPRESENT BONDHOLDERS 


Senator Gittetre. You agree to that. Well, now you heard me read 
this morning from the law that was passed by Congress, which was 
initiated in the Hoover administration, passed in the Roosevelt ad 
ministration, and introduced and sponsored by Senator Hiram John 
son. It was enacted into law, and set up a governmental organization 
for the purpose of representing these claimants, American citizens 
holding securities of this kind. This law was on the statute books 
when your organization came into existence some few months after 
the enactment of this law. 

Now what did you conceive to be the purpose of setting up this pri- 

vate organization when the law was on the books authorizing the set- 
ting up of an official organization ? 

Mr. Rocers. I, you will understand, took no part in it. I had at 
that time no connection with the council whatsoever. and IL was not in 
any office. 

Senator GitLterre. Weren't you in the State Department at that 
time ? 

Mr. Rocrers. No, I was not. Therefore, I must refer to history and 
to the general knowledge. 
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The Department, not merely the Department of State but the Sec- 
retary of the Treasury and other members of the Cabinet, proceeded 
to the organization of this so-called private organization in spite of 
that statute, because I think of a conviction in the executive department 
that a governmental organization of it was not a satisfactory means of 
accomplishing the purpose. 

Senator Gitterre. Regardless of the fact that Congress had said 
that it was? 

Mr. Rogers. Yes, sir. Well, Congress, Senator, hardly said that. 
They said that the President could call upon such an organization, put 
it in motion. 

Now the Securities and Exchange Act was the product, as nearly all 
of us know, of the work of William Douglas, who is at present on the 
Supreme Court. He was then the active and aggressive figure in the 
Securities and Exchange Commission, a man whom I know intimately. 
We were onthe Yale faculty at the same time. 

In following the setting up of the Securities and Exchange Com- 
mission, it, through his leadership, carried out an elaborate study of 
this subject, in which they went into the history of similar organiza 
tions m Europe, to which I have briefly referred, and also to the 
history of the background of American debts and American debt 
settlements. 

As a result, the Securities and Exchange Commission in a formal 
report reached the conclusion that the right way to handle it was not 
through the statute, which Justice Douglas had been largely respon 
sible for and the drafter of, but through the procedure adopted by the 
executive department in setting up our organization. 

1, if I may, will quote briefly from their report, just a sentence or 
two: 

The Chairman of the Securities and Exchange Commission 
which was Justice Douglas 

Senator GitLeTre. Will you give the date ? 

Mr. Rocers. Yes. sir,on May 10, 1938 

Continuing—"in a lette npr fink d°—after referring to this report 
to Congress, which I “aes referred to, reached the following conelu 
sion: 





The appropriate permanent agency for the protection of American holders of 
foreign bonds is found in the Foreign Bondholders Protective Council, Ine. 

Senator Gitterre. Now, may I in iterrupt you. You, of course, with 
the chairman’s permission, may put that in full in the record, but in 
order to expedite this hearing, may I ask the chairman’s permission 
that that be put in the record and that I may proce eed with the 
interrogation. 

Senator Hickentoorrr. It may go in the record. 

(The document above referred to is as follows:) 


LETTER OF THE CHAIRMAN OF THE SECURITIES AND ExCHANGE COMMISSION, 
May 10, 1938 

Mr. J. REUBEN CLARK, Jr., 

President, Foreign Bondholders Protective Council, Ine., 

New York, N. Y. 
Dear Mr, CrarK: I have given careful consideration to the action which has 

been taken by the Foreign Bondholders Protective Council, Inc., to carry out 
the recommendations contained in the report entitled “Protective Committees 
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and Agencies for Holders of Defaulted Foreign Governmental Bonds,” which 
this Commission transmitted to the Congerss on May 14, 1937. In that report, 
after setting forth the results of our investigation, we reached the conclusion 
that the “appropriate permanent agency” for the protection of the American 
holders of foreign bonds “is found in the Foreign Bondholders Protective Council, 
inc.” I believe it appropriate to repeat the language of that report which sum- 
marized the Commission’s viewpoint. We stated in part: 

“The council was organized at the suggestion and on the initiative of the 
Government. During its existence it has shown a record of constructive en- 
deavor despite limitations and handicaps. It has functioned economically ; it 
has been free of entrepreneurial influences; and it has brought about a resump- 
tion of debt service on a number of defaulted issues. It has maintained a quasi- 
public character, and those who have served as directors and members of its 
executive committee have not been actuated by mercenary motives but by a 
sense of public service.” 

The Commission, however, recommended a number of changes in the counsel’s 
organization and procedure in order, as the report stated, that ‘The firm founda- 
tion of the council should be enlarged in building constructively an organization 
which may serve the interests of American investors in a manner consistent 
with the highest traditions of public service.” 

At the annual meeting of the members of the council held July 13, 1987, amend- 
ments to the bylaws of the council were adopted in pursuance of the recom- 
mendations contained in our report to the Congress. I believe it appropriate 
to set forth briefly the action taken by the council at that time: 

1. The council created high standards for qualification of its directors by 
providing that no creditor (other than a bondholder) or fiscal agent of a foreign 
government and no underwriter of its bond issues, no broker or dealer in securi- 
ties, or others who possessed material financial interests adverse to the bond 
holders, should serve in that capacity. These standards also applied to persons 
who bore the relationship of officer, employee, ete., of the person directly dis 
qualified. The council further provided that short-term creditors and under 
writers of foreign bond issues were ineligible as contributing members. 

”. The board of directors of the council was reduced to more workable 
proportions. 

3. A maximum limitation on the amount of officers’ salaries was provided 

t. Provision was made for the annual publication of its financial statement 
and through the medium of the board of visitors for an independent scrutiny of 
its financial operations including contributions requested of foreign debtors and 
the bondholders. 

hese salutary changes have been a source of great satisfaction to the Com 
mission. We believe its action in so promptly adopting the suggestions for 
improving its own high standards is worthy of highest commendation 

The only respect in which the council’s additional standards as established by 
ihe amendments to its bylaws adopted at the meeting held July 13, 1937, were at 
variance with the recommendations of this Commission, concerns the council’s 
original directorate. Under those amendments the standards of qualification of 
ihe directors were not made applicable to the members of the first board of 
lirectors of the council who, in 1933, were requested by the Secretary of State, 
the Secretary of the Treasury, and the Chairman of the Federal Trade Com- 
inission to organize the council. 

In this particular the council, at a special meeting of its members held April 
“6, 1938, adopted a further amendment to its bylaws. This amendment, which 
was transmitted to me with Mr. White’s letter of April 28, 1938, reads as follows: 

“Provided, however, That none of the individuals who were requested by the 
Secretary of State, the Secretary of the Treasury, and the Chairman of the 
federal Trade Commission to organize the corporation, and who were named in 
the certificate of incorporation of the corporation as members of the first board 
of directors, shall be disqualified under any of the provisions of this article by 
enson of any professional or business relationship existing when the corporation 
was organized.” 

Under that provision the special treatment accorded the original directors is 

mited by the last part of the amendment which in effect disqualifies them if 
ubsequent to their original election they acquire any professional or business 
elationship which would disqualify any other person from becoming a director 

he had such relationship. Having in mind the circumstances of the appoint- 
ment of the original directors of the council—that in fact these directors were 
iuvited to act only after a thorough canvass had been made of those qualified to 
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serve the interests of investors in foreign bonds—it is the Commission's opinion 
that the above-quoted provision creates adequate and satisfactory standards in 
the interests of the holders of foreign bonds. 

In conelusion the Commission has authorized me to convey to you its approval 
of the amendments to the council's bylaws to which I have referred and of the 
manner by which the council has complied with the recommendations contained 
in the above-mentioned report of this Commission to the Congress. 

Yours faithfully, 
WILLIAM ©. DovuGLas, Chairman. 


ESTABLISHING AUTHORITY OF COUNCIL 


Senator GutLerre. The document from which you read you said was 
dated 1938, 

Mr. Rogers. May 10, 1938 

Senator GitLerre. Your organization was set up October 20, 1953, 
> vears before that report. 

Mr. Rogers. That is correct, sit 

Senator GILLerre. So that that report was not the basis for setting 
up your org ranization. 

Mr. RoGERs. That is correct. 

Senator Gitterre. That report was evaluating your organization 
‘years after it was set up. 

Mr. Rogers. Correct, Senator. 

Senator Gitterre. Well, now your organization was chartered 
a corporation under the laws of the State of Maryland. I asked you 
this morning if you had a copy of the articles of incorporation, I 
think you stated to the chairman that you would make it available for 
our record, 

Now under this charter that was set up, did the charter itself select 
the officers ? 

Mr. Rogers. It is printed in the back of one of our reports, and 
I can refer to it. It names the first directors in the articles of 
incorporation. 

QUOTING CHARTER OF THE COUNCIL 


Senator Gitterre. Can you readily read what authority the charter 
gave to your organization ! 

Mr. Roaers. Yes, sir. 

Paragraph third of the charter, after naming the incorporators and 
giving the name, reads: 


The purposes for which the corporation is formed and the business or objects 
to be carried on and promoted by it are as follows: 

A. To protect the rights and interests of holders of public securities, including 
obligations of foreign governments, States, municipalities and other governmental 
subdivisions, instrumentalities, and agencies, and any other obligations for the 
payment of which such debtors may be contingently or secondarily liable 
wherever the same may have been issued, and especially to protect the rights 
and interests of American holders of such obligations or of any interests therein. 

B. To collect and preserve documents, statistics, reports, and information of 
all kinds with respect to public securities and make the same available to the 
holders of public securities as the corporation may deem expedient. 

C. Either directly or through other agencies to negotiate and carry out or 
assist in negotiating and carrying out arrangements for the resumption of pay- 
ments in respect to any public securities in default, or for the rearrangement of 
the terms on which securities may be in future held for the conversion or exchange 
of the same for new securities or for any other object in relation thereto, and 
where necessarily effective, to represent the holders of public securities or other 
wise, to invite the deposit with itself or with others, and undertake the custody 
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of such public securities and to issue receipts or certificates of the corporation in 
place of the securities so deposited, and to deal with such securities and the 
jncome or ayails thereof as may be authorized to do in behalf of depositors. 


This goes on at some length, sir. Shall I continue? 
NATURE OF COUNCIL’S AUTHORITY 


Senator Giuterre. That is far enough. There is no authority that 
your corporation has to effectuate a settlement of payment for these 
securities. 

Mr. Rogers. That is right, sir. 

Senator Ginterre. You have no authority whatever. You can ad- 
vise, but further than that you have none. 

Mr. Rogers. Correct. We can recommend. 

Senator Guerre. Yes. You are a nonprofit organization. You 
are a nonstock organization. Your findings are not authoritative or 
enforceable. 

Mr. Rocrers. That is correct. 

Senator Guuterre. The area in which you exercise this advisory 
authority, I believe you stated this morning, is entirely selective as 
far as your group is concerned. It was your policy to consider the 
settlement of certain types of securities and your policy not to con- 
sider others. Is that true ¢ 
Mr. Rogers. That is correct. 

Senator Gitterre. Does the State Department or any governmental 
agency lay down those policies for you / 

Mr. EY *ERS, No. 

Senator Giuterre. Does your charter lay them down ? 

Mr. Rogers. They have acquiesced in them because they have been 
followed consistently for 20 years. 

Senator Giriterre. You have functioned for 20 years. There is no 
enforceable authority you have. It is an advisory authority. 

Now I was looking at your 1950 financial report, in which you report 
that you had a balance on hand of $257,488.28, and in that year you 
report receipts, contributing member dues, $10; income from invest 
ments, $2.103.78: and contributions from bondholders, $60,946.72. 
That was your receipts for that year. Now what are your contributing 
member dues? Is it the $10? 

Mr. Roa RS. We had only one who was a holdover from the early 
d Lys when here Was a plan to have membership. He has since been 
dropped. 

Senator Guerre. You got his $10 and dropped him. 

Mr. Rogers. That is right. We did not allow him to renew when 
the $10-payment ran out. There was originally a plan to have mem- 
bers, and it was dropped. 

Senator Gitterre. Now, you list income from investments to be 


$2,103.78. Does your charter authorize you to invest your funds for 
the interest of the corporation ? 

Mr. Rogers. Those investments, Senator, were United States 
Treasury notes which we bought in order not to have the money just 
lving in cash in the banks. 
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INVESTMENT OF MONEY BY THE COUNCIL 


Senator Giitierre. Well, will you answer my question? Does your 
charter give you authority to invest money belonging to the organ- 
ization, to your corpor: ition / 

Mr. Rogers. Only in general terms, sir. 

Senator Gitterre. Well, what general terms? 

Mr. Rogers (reading) : 

To acquire funds for any of its corporate objects or purposes in any manner 
whatsoever, including, without being limited to, the acceptance of donations, 
subscriptions and advances from any source; to do all and everything necessary 
and proper for the accomplishment of the purposes herein enumerated or neces 
sary or incidental to the protection and benefits of the corporation, and in gen- 
eral to carry on any lawful business or undertaking necessary for the attainment 
of the purposes of the corporation. 

Senator Gitietre. I think perhaps that that would be construed as 
authority to invest by a little warped construction, but I think it 
coulk | be. 

Now your next receipt source was $60,946.72 last year, or in the 1951 
report, which goes in with your $257,488.28 that you had on hand. 
Now what are the sources of those contributions / 

Mr. Rocers. Those came, according to my recollection, from the 
dollar and a quarter which was paid by bondholders in the cases of 
Italy, Chile, and Colombia, and some earlier ones which had not 
vet been quite finished. 

Senator Ginterre. Well, what do you expect to do with those funds? 

Mr. Rogers. They just come into the Treasury. 

Senator GILLETTE. eet they = there / 

Mr. Re GERs., And are hel | here until we spend the m. 

Senator Ginterre. For whom? Under what authority do you have 
to disburse them other than that general authority ? 

Mr. Rocers. We have no authority to disburse them except for the 
expenses of the corporation, and they are used for that. 

Now last year, for examp le, we had very little income from bond- 
holders’ contributions of this dollar and a quarter, and we ran behind 
very heavily. Our theory of the institution is that we will have 
years when we get nothing on account of settlements, and other years 
when we get considerable amounts. 


Senator GILLerTre. Do you fix the amount of $1.25 commission 
or payment vhen vou have made a collect i one of your chents 4 
Is that fixed by von att ee te the charter ? 

Mr. Rogers. That is fixed by the council with, of course, the ap 
proval of the State Department, because the vi iting conunittee has 


authority to vo over our finances and to make recommendations or 
suggestions, 

Senator Gitterre. Di you seek approval of the State Department 
before you adopt these policies ? 

Mr. Rocers. We alw: avs consult the State Department formally 
wv informally on any ¢ hange in our policy. 

Senator Giuterre. There is nothing in your charter that requires 
that ? 

Mr. Rocers. No. 

Senator Gitterre. Do you just follow that as a matter of policy? 


Mr. Rogers. We have followed it. 
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CONTRIBUTIONS TO COUNCIL 


Senator Gitterre. But outside of these commissions on bonds that 
you have collected, haven't you received substantial contr ibutions 
from other groups or other individuals that represented bondholders ? 

Mr. Rogers. No, sir. 

Senator Giuterre. None whatever? 

Mr. Rogers. In the early years, Senator, when the Council was 
first set up, and again I was not in it and I am speaking only his- 
torically, it was set up by calling for contributions from the issue 
houses, the banks that had issued bonds in New York, and as a result 
of that, they lent to the corporation a substantial sum, my recollec- 
tion is $150,000 or thereabouts. 

Senator Giuuerre. Is that evidenced by a promissory note of your 
organization ? 

Mr. Rogers. There were issued promissory notes. This was 20 
years ago, you see. There were issued promissory notes which, how- 
ever, are payable only in the discretion of the Council. They never 
have been paid, any of them. They never really were intended to 
be paid, and they have been written off by the banks. 

Senator Gitterre. They were a contribution on the part of the 
credit groups or the banks that were selling these bonds. 

Mr. Rocrr. That had sold them previously. 

Senator Gitterre. Now, the report of the Department that I read 
yesterday said that in the sale of the Dawes and Young loans, German 
loans were marketed in the United States by about 150 banks and over 
a thousand security dealers. Did these contributions represent con- 
tributions, then evidenced by notes never expected to be paid, by those 
who had trafficked in these bonds? 

Mr. Roeers. That is correct; and that, Senator, was disapproved of 
by the report of the Securities and Exchange Commission. 

Senator Griuetre. It was disapproved by me, too. 

Mr. Rogers. Yes. 

And since that time there has been no contribution of that character 
whatsoever. 

ATTENDANCE AT CONFERENCES 


Senator Gitterre. Now, I want to ask you about another matter, 
and I do this in all kindness because I am sure that Ambassador 
Pierson inadvertently gave me to understand the following: In the 
London Conference where an adjustment was made for both postwar 
debts and prewar debts, the State Department was not represented at 
the Conference that your group held for the private securities, except- 
ing as observers, and also that your organization was not present or 
participating in the negotiations for the settlement of the United 
States claims. 

Mr. Rogers. That is correct, sir. 

Senator Gitterre. Your report that I hold here, your annual report 
for 1950, states: 


The President of the council, Vice President Kenneth M. Spang, and Dudley 
sonsal, legal adviser, participated in the preliminary conferences on the adjust- 
ment of the German foreign debts held in London June 20 and July 15, 1951. 

The Conference was held under the auspices of the Tripartite Commission 
on German Debts, which is an agency of the Allied Governments, the United 
States, Great Britain, and France, and was aimed at preparing an agreement to 
cover the settlement of prewar German debts. 
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At the Conference, spokesmen for the creditors of Germany and the United 
States, Great Britain and France were represented in the initial stages and 
later a large delegation of German governmental officials and representatives 
of the German debtors took part. 

Now, doesn’t that state, Mr. Rogers, as clearly as language can state 
it, that your group, representing private claimants, and the govern- 
mental group representing the governmental claims, participated in all 
of these preliminary conferences, looking for a settlement of the 
German debts? 

Mr. Rogers. No, sir. 

Senator, there was a conference held in London in the summer of 
1951 which was a conference of the creditors as a preliminary to the 
big conference held the next year. 

Senator Gittetrr. Now, may I interrupt. You say the creditors. 
Do you mean the private creditors and the governmental creditors? 

Mr. Rocers. No, sir; there was no discussion of the governmental 
debts at any time in our presence, or in which we took part. 

Senator Giuterre. Then your report isn’t correct which says that 
your group, the president, Vice President Spang, and Dudley Bonsal 
participated in the preliminary conference for the adjustment of 
German foreign debt. 

Mr. Rogers. We participated in the conference for the determina- 
tion of a settlement, but the part of the settlement that was before the 
Conference was entirely the private debts 

I can assure you, Senator, we never took any part whatsoever, im- 
plied or hidden or open, or anything else, in the discussion of the 
settlement of the postwar, the intergovernmental debts. We were 
never consulted and we learned of it only from the newspapers. 

Senator Gititerre. But the fact remains that as a result of these 
combined investigations, the United States claim for postwar obliga- 
tions was written down from 3.2 to 1.2, which amounts to over $2 
billion; that Great Britain, the only other governmental agency con- 
cerned, wrote hers down 25 percent; and that the private holders re- 
ceived payment in full on the principal and they made a cut on interest 
from approximately 7 percent to 5 percent interest that they are going 
to draw for deferred payments. 

Now, that is a fact, isn’t it, as a result of the conference ? 

That is all, Mr. Chairman. 


EFFECT OF NONRATIFICATION OF AGREEMENTS 


Senator Hickentoorrer. Mr. Rogers, suppose these agreements are 
not ratified, what will be the effect? 

Mr. Rocers. I believe the results would be serious, Senator. On 
the political side, Germany would have to continue to carry on com- 
merce without a lawful position, particularly the following would be, 
I think, a likely result: 

Among the German debts are a considerable number of debts which 
can be sued upon, that is to say, they are the debts of private corpora- 
tions. That doesn’t apply to the debts which the council represents, 
because they are governmental and most of them could not be sued 
upon, but there is a very substantial number of debts which are owed 
by private corporations. 
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It would mean that suits could be brought upon those, and that 
funds on deposit here for those companies, and very substantial com- 
panies, could be attached and confusion be produc ‘ed. The rehabili- 
tation of Germany would be very seriously set back from the stand- 
point of Government policy. 

A second thing I think’ would oceur. Almost certainly the Euro- 
pean countries would proceed to make separate debt agreements with 
Germany. ‘They are in very favorable position for that. They could 
tie the German commerce up by- these trade agreements, which have 
been a favorite resort of theirs, and provide for the payment of their 
debts out of the proceeds from the trade agreements, which they 
have done on a large scale in the past. 

The consequences would be, not to labor the thing too far or elab- 
orate on it, Senator, in my judgment, in the first place our aims in 
setting Germany on her feet would be seriously set back, and consid- 
erable confusion brought in her capacity to earn her bread and butter, 
because she has to buy food abroad through trade to a very large per- 
centage of her consumption, as well as raw materials. 

Secondly, that it would result in debt settlements made by the Euro- 
pean nations which would put us in a junior, disadvantageous posi- 
tion, and result in the ultimate collection of considerably less for 
the American creditors than is provided in this agreement. 

Senator Hickentoorrer. Thank you very much, Mr. Rogers. 


SOURCE OF COUNCIL’S CLIENTS 


Senator Giuterre. Just one more question, Mr. Chairman, that I 
overlooked. 

Mr. Rogers, you have a limited group of clients in accordance with 
your policy. In the acquisition of new clients, are they recommended 
to you or referred to you by the State Department? Do you solicit 
them by yourself or through agents, or do they come voluntarily ? 

Mr. Rogers. No, Senator; we haven’t any list of clients. We try 
to protect and handle all claims, whoever they are and whoever holds 
them, that fall within the character of our operations. 

Senator GrtteTre. How do they come to you? Do you solicit them ? 

Mr. Rogers. No, we never even find them. We don’t know who 
holds them. ‘There are on the records, for example, outstanding show- 
ings of the banks in New York, so many bonds today of the Republic 
of Bolivia. We don’t know who holds the bonds. We never know 
who holds them. We never have much communication with the bond- 
holders, except to answer their questions and give them information. 

Senator Giitterre. Who pays you your commission when you col- 
lect on them ? 

Mr. Rocers. When an offer is made, those bondholders pay $1.25 out 
of the first moneys that they receive under the offer, if they accept 
the offer. , 

Senator Giitetre. Is that the first you know who they are? 

Mr. Rocers. That is correct, sir. 

Senator Gitterre. Don’t you know who they are until they are paid? 

Mr. Rocrers. No. We have no means of knowing, Senator. 

Senator Gritetrr. That is all, Mr, Chairman. 
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ORIGINAL BONDHOLDERS AND SUBSEQUENT BOND PURCHASES 


Senator HicKeNnLoorer. Do you have any means of knowing how 
many of these bondholders who now hold these bonds were original 
purchasers of the bonds, or how many of them were acquired at a later 
time / 

Mr. Rogers. No, we have no means of knowing, with any assurance, 
Senator. We do have the impression, after long dealing with this 
matter, that it is the habit of the American bondholders to hold the 
bond almost indefinitely if it defaults 

Our judgment is that there are something like 100,000 bondholders 
hos holding the German securities of the type that we try to handle 

and help. My judgment would be that the great majority of them 
are perhaps not original holders but they are the sons and daughters 
of original holders, and that the bonds are still in the same families. 

Senator HicKeNnnoorer. I am trying to get at the number who are 
either original holders or through inheritance or something of that 
kind stand in place of original holders, and how many are speculators 
who may have bought these bonds at a very low rate. 

Mr. Rogers. Again, I have got to give you a personal judgment, 
because we don’t know, sir. 

Senator HicKENLOoPER. Who would know 2 

Mr. Roe ERS, Nobody. These bonds are bes arer bonds. The ‘re are 
ee ically no registry bonds. They pass from hand to hand simply 

by delivery, and there is nothing to identify them. 

We have the lists of many thousand bondhok lers which lists are 
made up chiefly from letters written to us by hondhok lers, and we 
write back saying, “We will be glad to put your name on the list and 
keep you informed.” 

As a result of that, we have accumulated maybe 100,000 names of 
bondholders of all the countries. We have only about 7,000 German 
hondholders, but the source, as you can see, is almost wholly the fact 
that they have written to us. 

Senator Hickrennooprr. Are very few of these bonds registered 
bonds ? 

Mr. Rogers. Very few. Now let me make one thing clear, that per- 
haps may be in your mind, Senator. ‘There are very few large holders 
of these bonds, by and large. The banks haven’t got them. 

There is a constant feeling that these bonds may be in the hands of 
big banks and that we are just bailing them out, but the fact is the 
banks disposed of their bonds long ago, if they ever had any. 

There are some held in trust accounts in banks, which arise from 
the fact that estates are liquidated through trust accounts, and they 
are held in their various agency and trust capacities, but our judgment 
is that overwhelmingly these bondholders are little bondholders still 
after all these vears of default scattered through the United States, 
with a typical holding of perhaps from $1,500 to $2,500 in bonds. 

Senator Gitterre. In view of the fact that you say you don’t know 
where they are, is your judgment in this matter based on nothing 
but hopes? 

Mr. Rogers. No, sir, it is based on 20 years’ experience of the council, 
with these bonds, plus the fact that we receive, we have received in 
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the case of Germany, more than a thousand letters in the last year 
from bondholders scattered all over the United States, in which they 
have reported these little holdings. 


ADDITIONAL STATEMENTS FOR THE RECORD 


Senator HickenLoorer. Thank you very much, Mr. Rogers. I may 

say that there may be some witnesses who have testified heretofore, 
who mi Ly disagree with some of the statements made by subsequent 
witnesses. 

If there are such disagreements, and anyone who has heretofore 
testified, desires to controvert any statements that are made, we will 
not recall them to the stand, but we will ask them to file their objec- 
tions, canvassing the area of their disagreement on any statements 
that are made, at the earliest possible date, preferably by tomorrow 
evening, with the committee staff. They will be included in the 
record and their position will be made cle: ir. 

The next witness is Mr. Andrew L. Gomory, chairman of the Ameri- 
can Committee for Standstill Creditors of Germany. Mr. Gomory, 
do you have a prepared statement ? 

Mr. Gomory. Yes, Mr. Chairman. 

Senator HickenLoorer. Would you care to proceed with it? 


STATEMENT OF ANDREW L. GOMORY, CHAIRMAN, AMERICAN 
COMMITTEE FOR STANDSTILL CREDITORS OF GERMANY 


Mr. Gomory. If you will permit me, before reading the statement, 
I would ask your permission to make a very short statement about 
the American Committee for Standstill Creditors of Germany. 


NATURE OF AMERICAN COMMITTEE FOR STANDSTILL CREDITORS OF GERMANY 


My name is Andrew Gomory, and I am the chairman of that organi- 
zation. At the same time I am vice president, in charge of the 
inernational banking activities of the Manufacturers Trust Com- 
pany in New York. 

The American Committee for Standstill Creditors of Germany rep- 
resents the claims of American commercial banks. They are not 
investment banks or investment houses, are of strictly short-term 
commercial character arising out of day-to-day financing of export 
or import transactions or movements of merchandise between Germany 
and the United States and other countries. The representatives on 
the committee are officials of the banks who serve on the committee, 
without compensation, except in so far as they are salaried officers of 
their own banks. 

Mr. Chairman, with your permission I will read the highlights of 
a statement which I filed with the committee in connection with 
specific categories which I represent. 

Senator Hickenioorer. Can you furnish the committee for its 
record a list of these banking houses, that are included in the organiza- 
tion which you represent ? 

Mr. Gomory. I will be very glad to do that directly after the hearing. 

(The list above referred to follows :) 
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American creditor banks represented by the American Committee for Standstill 
Creditors of Germany 


Bank of America National Trust & Savings Association San Francisco 


Chemical Bank & Trust Co____--__ drone ecbnadenetinn New York 
French American Banking Corp 1‘ , New York 
Guaranty 'Frast'Co: of New Work... ccncccscaseus _ New York 
Manufacturers Trust Co : aaa ae _.. New York 
The National Shawmut Bank of Boston____-_-_-__-----. Boston 

New York Hanseatic Corp ecins cise ace sabsiactagseiccsetlaceangsie | On 
The Philadelphia National Bank_____..-__---- _..._.. Philadelphia 
Security-First National Bank of Los Angeles_____ ~~ Los Angeles 
Union Properties, Inc____- Rie SERA 


Wells Fargo Bank & Union Trust Co a San Francisco 


Mr. Gomery (reading) : 


CLAIMS OF AMERICAN BANKS 


The claims of American Banks subject to the German Credit Agreement of 
1952, which forms annex II to the Agreement on German External Debts signed 
in London on February 27, 1953, arose principally out of short-term bank-to- 
bank transactions initially entered into up to 1931 mainly for the purpose of 
financing trade between the United States and Germany or other German export 
and import trade. 

As a result of Germany’s financial difficulties in the middle of 1951, a confer 
ence took place in London between the representatives of the seven principal 
financial powers, namely: the United States, Belgium, France, Germany, Italy, 
Japan, and Great Britain. The following is an extract from the final communi 
que of this conference : 

“In order to insure the maintenance of the financial stability of Germany, 
which is essential in the interests of the whole world, the Governments repre 
sented at this conference are ready to cooperate so far as lies within their power, 
to restore confidence. The Governments * * * recommend * * for relieving 
the immediate situation: 

* * * > x ” * 

“Secondly, that concerted measures should be taken by the financial institu- 
tions in the different countries with a view to maintaining the volume of credits 
they have already extended to Germany.” 

As a direct outcome of this recommendation, the different governments con- 


cerned, acting through their central banks, asked the banks in the creditor cou 
tries to cooperate to this end. The American banks were sum ned to the Fed 
eral Reserve bank in New York and were strongly urged on behalf of our 
Government to comply with the request expressed in the above-quoted com 
munique. They all declared their willingness to do so with the re t that the 
first standstill agreement between German debtors and creditors i he United 
States, Great Britain, Switzerland, and many other European countries was col 
cluded in September 1931 and was followed by subsequent reements which wet 
signed from vear to year, the last of hich expired May 31. 1941 Chiefly 


through payment in German marks which could only be realized at a discount, 
the standstill indebtedness was reduced considerably, but since May 1941 a sub 
stantial amount of commercial and banking indebtedness has continued to re 
main outstanding and unpaid in the United States, United Kingdom, and 
Switzerland. 

The American banks in the course of the pre-1941 reduction of their standstill 
claims have suffered very considerable losses, ranging in individual cases from 
30 to 70 percent, and even repayment in deutschemarks under the present agree- 
ment entails a loss of over 40 percent. 


PRINCIPLES OF THE GERMAN CREDIT AGREEMENT OF 1952 


In negotiating this agreement with the German committee, the creditor com- 
mittees have held constantly in mind the principle advanced by the Tripartite 
Commission on German Debts of the reestablishment of normal commercial and 
financial relations between Germany and the countries participating in the debt 
settlement. 
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The committees have furthermore endeavored to follow the principle of plac- 
ing as little as possible foreign-exchange burden on the German economy and 
they have achieved this by making an initial agreement for 1 vear, in respect of 
which period very substantial concessions could be made. 


PRINCIPAL PROVISIONS OF THE GERMAN CREDIT AGREEMENT OF 1952 


1. No provision for reduction of the principal of the indebtedness by foreign 
exchange payments during the period of the agreement, 
2. Credits to be recommercialized as far as possible, i. e., to be reactivated so 
as to finance Germany's current trade with other countries without loss of foreign 
exchange to Germany. 
4. Creditors who make additional foreign exchange facilities available to the 
German economy, by granting new credit lines to German banks and industry out 
ide the agreement, to be entitled to repayment of existing indebtedness to the 
extent of 8 percent of each 3 months availment of such new lines of credit. 
4. Repayment facilities in deutschemarks limited to those existing under 
present regulations which make them voluntary on the part of the debtors. 
5. All arrears of interest, calculated at 4 percent per annum (simple), either to 
be added to principal or to be postponed (subject to any voluntary arrangement 
for payment in deutschemarks under 4 above). 
6. Current interest and acceptance commissions to be payable in the currencies 
of the debts at rates not exceeding those ruling in the respective markets. 
7. Consideration of credits to debtors in the Eastern Zone of Germany (about 
20 percent of the total) is postponed 


SUPPORTING GERMAN CREDIT AGREEMENTS OF 1952 


the German Credit Agreement of 1952 will be one of the most constructive 
steps in the economic reuniting of Germany with the free nations of the world 
However, it will not only be beneficial to the German economy but other classes 
of creditors whose claims have been settled at the London Conference will also 
benefit by this agreement because : 

1. The availability of foreign commercial credits will make possible a sub- 
stantial increase in the volume of German foreign trade, without which no 
atisfactory settlement of German indebtedness can be carried out. 
~ Neither the Federal Republic, nor State and municipal entities by the 


nature of their organization are in a position to create foreign exchange neces- 
sary for service and amortization of their own foreign indebtedness, and must 
rely on foreign exchange arising from trade sources or grants. 

Corporate bondholders will see additional prosperity accruing to their 
debtors as a result of their being able to utilize again the normal foreign trade 
channels which access to foreign commercial credits will reopen to them 

1. The postwar claims of the United States Government will have more assur- 
nee of uninterrupted service if the normal international banking functions 
which are vital for the daily requirements of a highly industrialized country 
such as Germany are reopened. 

Mr. Chairman, I have only a very short additional statement to 
make in connection with the recommendation of the American Com- 
mittee for Standstill Creditors of Germany, regarding the German 
ettlement. Up to now I was talking about our special standstill 
arrangements. If you will permit me, I will proceed. 

Senator HickEN Looper. Yes, go ahead. 

Mr. Gomory (reading) : 


RECOMMENDATION OF AMERICAN COMMITTEE FOR STANDSTILL CREDITORS 
OF GERMANY 


It is the considered opinion of the American Committee for Standstill Cred- 
tors of Germany that the agreement on German external debts is the most 
mportant step toward restoring the position of the Federal Republie of Germany 
n the international financial world. While this committee does not feel it should 
comment specifically on the agreements reached by other groups, it is of the 
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opinion in general that, upon the agreement on German external debts coming 
into effect, the main financial markets in the world will be available to the 
German economy for financing of Germany's foreign trade and that this settle- 
ment of Germany’s pre- and post-war debts will create a more favorable climate 
for future investment in Germany. 

Referring specifically to the Agreement on German External Debts and its 
annex III dealing with German bank-to-bank and commercial-to-bank foreign 
indebtedness, this committee feels that, with the coming into force of the agree- 
ment, there will be permitted the resumption of normal commercial intercourse 
between the two countries. Normal financing of international trade between 
Germany and the United States and other countries has been interrupted not 
only by the war but, since the war, by the existence of these unsettled standstill 
claims that have operated to close the three largest financial markets for finane 
ing merchandise shipments between Germany and the Western World, namely 
New York, London, and Zurich. The committee, with the accumulated experi- 
ence of its members, feels certain that a settlement of these claims as proposed 
in the agreement will reopen these markets to such financing and operate to 
provide a more extensive and growing trade between Germany and the rest of 
the free world. Needless to say, such a development cannot fail to increase 
Germany’s sources of foreign exchange needed by her to provide the necessary 
payments on her indebtedness to the United States and other countries for post- 
war economic sitiaiomes as well as indebtedness to other creditors 

This committee accordingly, in the interests of world trade, peace, and pros- 
perity, urges that a speedy and favorable action be taken upon the proposed 
agreement on German external debts. 


BEGINNING OF DELINQUENT STATUS OF BONDS 


Senator Hickentoorer. Thank you, Mr. Gomory. When did this 
‘ategory of indebtedness begin to be de ‘linquent ¢ 

Mr. Gomory. It began to be delinquent, Mr. Chairman, at the time 
when, as a result of the Seven Power Conference, the first standstill 
agreement came into effect. At that time, in accordance with the re- 
quest of these seven powers 

Senator HickenLooprr. What date was that / 

Mr. Gomory. That was September in 1931. At that time we were 
requested to maintain revolving credit, which at that time the various 
banks extended to Germany from these various countries. 

Senator Hickenwoorer. Is there a portion of this debt that has 
remained static since that time? What device was used to maintain 
liquidity in this field of operations when it became apparent that these 
debts were in distress ? 

Mr. Gomory. I will try to describe that as clearly as I can, Mr. 
Chairman. I think, maybe by an example, it would be easiest to 
answer vour quest ion. 

If. for instance, a bank gave a credit to a German bank at that time 
of S1 million, let’s say, for the purchase of American cotton or ex- 
ports to Germany, these credits usually ran for 90 days. After the 

exportation was finished and the bill was paid after 90 days, upon re- 
quest we maintained this $1 million for the next tr: insaction. 

Senator Hickentoorer. In other words, you maintained a line of 
credit. 

Mr. Gomory. A line of credit : that is correct, sir. That is the regu- 
lar banking expression for it. Maintained a line of credit so that the 
trade of Germany could operate, because after 1931 and after the 
crisis which was created by the Credit Anstalt, and besides that the 
Nazi elections, there was a withdrawal to the extent of —— 
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Senator HickenLoorer. When did the situation become such that 
you couldn’t get your money back, or these creditors couldn’t get their 
money back ? 

Mr. Gomory. Mr. Chairman, these standstill agreements all ran 
for 1 year. Before they ran out, we had a meeting, so-called stand- 
still conferences, in which we extended these credit lines, as you very 
well remarked, for another year, and that went on every year from 
1931 up to 1940. 

Senator HickenLoorer. Did you extend this person credit for $1 
million every year without repayment ? 

Mr. Gomory. Well, we had to extend it. 


LIQUIDATION OF DEBTS 


Senator Hickrenwoorer. Let’s take the example of one individual. 
Let’s take a German bank or an individual that obtained $1 million 
in credit over there for the purchase of goods for trade purposes. 
Ile would get credit, for 90 days, or whatever the normal period of 
his transaction ee | be. Then he had to liquidate the debt in some 
way, didn’t he, by the transfer of credits or cash or something else ? 
He had to clear the books, didn’t he? 

Mr. Gomory. The liquidation was done in the way that when this 
$1 million was paid up after 90 days, the German bank had the right 
to give us another debtor who had a similar transaction for the same 
amount, 

Senator Hickennoorrr. I understand. The total amount of in- 
debtedness, the total amount of credit taking this 1 illustrative case— 
it no time was more than $1 million, and usually was current at $1 


Mr. Gomory. That is correct, sil 

Senator HickEnvLoorer. When did the time come that you couldn’t 
get the $1 million balanced, or couldn’t get your money back? When 
was it frozen ¢ 

Mr. Gomory. In order to be complete, we received a 10 percent 
capital repayment in 1932 and a 5 percent capital repayment, general 
reduction, in 1933, and that was the last. 

Senator HicKkeNLoorrer. Since I’m not acquainted with these speci 
financial & alings, I must examine this further. Did you receive a 
D percent credit, in 1931? 

Mr. Gomory. Ten percent in 1932. We received a repayment of 
10 percent on the total amount of credit lines which we extended to 
Germany. 

Senator HicKENLOOPER. In this specific, hypothetical case they 
owed you $1 million. That was the line of credit. 

Mr. Gromory. That’s right. 

Senator HickrenLoorer. You didn’t get the $1 million back, but you 
got a pe reentage credit. 

Mr. Gomory. That’s correct. 

Senator HickeN Looper. You got something that you could credit, 
10 percent. 

Mr. Gomory. The credit line was reduced to $900,000 in the 1932 
agreement. In the following agreement, it was reduced to Sonedion: 

Senator Hickentoorer. At what time? 
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Mr. Gomory. The following agreement, the 1933 agreement, there 
was an additional 5 percent reduction. 

Senator HickENLOorER. On the original amount ? 

Mr. Gomory. So that it was $850,000. These were the last repay- 
ments of principal. 


ACCEPTANCE OF GERMAN MARKS IN REPAYMENT 


Senator HickENLOoper. From that time to this is that $850,000, in 
our case for illustration, still outstanding ? 

Mr. Gomory. It is really not outstanding in that amount, because 
there was another method devised whereby these creditor banks in the 
United States, England, Switzerland, and so on, who were willing to 
accept German marks in repayment, they were entitled to such re- 
payments, 

Senator Hickenioorrr. If they accepted German marks, that was 
their own business. 

Mr. Gomory. That was their own business. 

Senator HickenLoorer. How many of these people did not accept 
German marks, or did not accept payments which they credited as 
of value on that account? What percentage of these cre .dits are owed 
to this country ¢ 

Mr. Gomory. Well, practically every one of the creditor banks in 
the United States, in England, and other countries accepted a very 
considerable amount of German marks in repayment. 

As the situation worsened during the Nazi regime, it was the judg- 
ment of these banks it was better to get marks than nothing, and in 
the process, these marks, which were called registered marks, and were 
selling at a discount ranging from 30 to 60 percent, and up to nearly 
70 percent, were sold out in the markets. 

Senator Hickentoorrr. By whom ? 

Mr. Gomory. By the banks, who accepted them in payment, and 
thereby instead of $100, they received, very often, $70, $60, $50, or $40. 

Senator HickenLoorer. What is involved in your claim’ Are you 
asking that the depreci att “| marks which were accepted by these 
people | e vive Mh full value 

Mr. Gomory. No, sir 

Senator Hickentoorrer. What is vour claim ¢ 

Mr. Gomory. Our point is this. We accepted those marks. When 
we accep ited them, we accepted them as 100 cents on the dollar repay- 
ment on the principal. 

Senator Hickentoorrer. That washed it out. 

Mr. Gomory. That washed it out. 

Senator Hickentoorrer. If you took a loss on it, that is your own 
business. 


UNLIQUIDATED CLAIMS 


Mr. Gomory. That is correct, Mr. Chairman. That was our own 
loss. We took that. At the present time, however, there still re- 
mains for the banks in the United States a claim as the final residue 
of all this, after washing out all these payments, of $34 million. 

Senator Hickentoorer. On what is that claim based? Is it based 
upon unliquidated settlements ? 

10 
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Mr. Gomory. Absolutely; unliquidated claims. 

Senator Hicxkentoorrr. It is based on obligations upon which noth- 
ing of value was accepted, received, or transferred, neither credits, 
marks, nor anything else. 

Mr. Gomory. That is a correct statement. 

Senator Hick1 NLOOPER, Was no settlement made of that amount ? 

Mr. Gomory. No, SI 

Senator HickenLoorer. In some cases you took marks which may 
not have been worth 100 cents, but vou accepted them at 100 cents. I 
would say such action would wash out that a ition. 

Mr. Gomory. That washed it out. 

Senator Hickenvoorer. These thirty or forty million dollars that 
are involved in the claims presented by the group which you represent 
here, represent dollars or credit for which no settlement of any kind 
had been made. 

Mr. Gomory. That is a correct statement, siz 

Senator Hicken Loorer. In other words, you are not asking that 
something which your group rec ‘eived some time in the past and 
which later became depreciated be made good. You are taking your 
loss on that. 

Mr. Gomory. That is correct, s 

Senator HickEnLoorer. I weadeg wi sini to get that straight. 

Mr. Gomory. That is very clear, sir. 

Senator Hickennoorer. I asked you if you would place in the 
record a list of the institutions which you represent, and your group. 

Mr. Gomory. I certainly will, sir, right aw: Ly. 

(Note: the list referred to appears on a previous page of this 


volume. ) 
RELATIONSHIP WITH STATE DEPARTMENT 


Senator Hickentoorrr. May I ask you this? Have you been rec- 

ognized, for instance, by the De partment of State as an organization 
with which they work and cooperate in attempting to consider the 
interests of your group, or do they oppose you? Are they hostile to 
you? 
Mr. Gomory. I think our only contact with the Department of 
State was when this tripartite Commission was formed, and the idea 
of this German debt settlement was worked out, the Department of 
State publicized the fact and we approached the Department of State 
with a request that we be represented as the American committee for 
standstill creditors of Germany at the conference, and the State 
Department, after ascertaining that we really legitimately repre- 
sented this group—and by the way, this committee has been in exist- 
ence since 1931, Mr. Chairman—then they naturally invited us to 
participate in the International Debt Conference. 


NEGOTIATIONS BETWEEN INDIVIDUALS AND GROUPS 


Senator Hickennoorer. May I ask ad Are the negotiations 
of vour association for any agreements which you may make in order 
to liquidate the claims which your group may have, conducted strictly 


between your group as individuals, and the private groups in Ger- 


many, for instance, as against a negot ination between our Government 








AGREEMENTS WITH THE FEDERAL REPUBLIC OF GERMANY 143 


and the German Government for payment from the German 
Government / 

Are you dealing with individual businessmen or individual groups 
of businessmen in this matter or are you dealing with the German 
Government? Is this a Government transaction or is it a private 
transaction / 

Mr. Gomory. Mr. Chairman, the American committee is only an 
advisory committee, and while we represent these banks, every single 
bank has to agree, and they did so through our intermediary, with 
only those specific banks on whom they had claims. There Was ho 
Government channel utilized at all. 

One private creditor bank sat down with another private creditor 
bank, and the payments will be made in accordance with the 
arrangement. 

Senator HickeNnvoorer. From whom will your payments be re- 
ceived? Who will make the payments to you ¢ 

Mr. Gomory. The payment will be made by the debtor bank in 
Germany, the German debtor bank. 

Senator HickenLoorer. If the German debtor bank is out of busi 
ness, is the debt assumed by some other private group in Germany ¢ 

Mr. Gomory. The German banks, fortunately, sir, are not out of 
business, and we have our original debtors, every one of them. 

Senator HickENLOoPER. Do you expect to get any money from the 
German Government / 

Mr. (FOMORY. No, sil 

Senator HickenLoorer. You expect to get it from the German 
financial jnstitutions. 

Mr. Gomory. That is absolutely correct, 

Senator HickKentoorrer. What is to bee you today from making 
a private agreement with them’ Why are you concerned with this 
particular piece of legislation ¢ 

Why can’t vou individually settle the matter? I don’t know that 
you can. Iam only inquiring. How is the Government conce rned | 

Mr. Gomory. We naturally all these years did exactly what you, 
Chairman, indicated at the present moment. However, for reasons 
which I think in the saiucat of the Government worked to the benefit 
of all so that there should be no diserimination of paying a group 
before either, from the point of view of time or the point of view of 
other considerations, we consented, although I may say reluctant y 
but we had to see the validity of this overall nondiserimin: tory tre: 
ment, to join with these other creditors in the settlement of these ce bt: s. 

I may say, however, that they have not interfered in any manner, 
shape or form. 


UNILATERAL SETTLEMENTS AND WORKING THROUGH GOVERNMENTAL 
AGREEMENTS 


Senator HickenLoorer. Do you consider it a matter of cooperation 
which is voluntary on your part in the settlement agreements, or 
is there some legal or quasi-legal inhibition caused by the financial 
operations between our Government and the German Government 
in reconstruction, the supplying of money, and things of that kind 
which would act as a bar to your making a unilateral settlement of 
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these claims between yourselves and the German financial institu- 
tions ? 

Is there some thing that our Government is doing in Germany 
which would be affected or which affects the right of settlement 
between private institutions? 

Mr. Gomory. Mr. Chairman, it was simply a voluntary coopera- 
tion. We have not seen any kind of a threat in connection with 
making the settlement between the American banks and the German 
banks in any of the plans that our Government to our knowledge had 
in connection with the settlement of the postwar debts. 

Senator Hickentoorer. Do you see eye-to-eye on this proposed 
settlement? Have you come to a practical agreement? You may 
not have put your names on the dotted line, but do you think you are 
in substantial agreement as to the means and methods and terms of 
a settlement of this kind ? 

Mr. Gomory. Yes, Mr. Chairman, and this agreement is laid down 
in annex 3 of this message from the President of the United States, 
83d Congress, 1st session. 

Senator Hickentoorer. Why don’t you proceed, make the settle- 
ment, take your money, and go about your business? Why is the 
Government concerned ¢ 

Perhaps it is concerned here. I don’t say that it isn’t, but why is 
the Government in this thing? Why don’t you make your settle 
ment, take your money, go on about your business, and let them go 
on about thei rs ¢ 

Mr. Gomory. Inasmuch as this is, Mr. Chairman, an overall settle 
ment, and it wasn’t our initiative, but inasmuch as this is an overall 
settlement, it is my impression that the Government wanted to avoid 
that any of the creditor groups should feel or have any reason to 
believe that one creditor group got payment before the other. 


IS GOVERNMENTAL APPROVAL NECESSARY ? 


Senator HickenLoorer. Have you been told by the American Gov- 
ernment that you can’t make this settlement without their approval ? 
Have the Germans been told by the German Government that they 
can’t make this settlement without their approval ? 

I don’t know that this is necessarily bad or good. If seems to me 
there must be some reason why you as priv: ite oper ators are joining 
in this governmental operation on the settlement of private debts. 

It may well be that it is desirable that you do cooperate. Iam only 
trying to find out whether you are doing it because you think it 
desirable and the Government thinks it desirable, whether it is a 
voluntary thing, or whether you are under compulsion of some kind. 

Mr. Gomory. Mr. Chairman, I don’t, to be very frank, think it is 
desirable from our point of view, but I think it is advisable. I think 
there are some very important reasons why we went into this general 
settlement. It would have been much easier for us. 

After all, we know these banks, we know the personalities, we know 
how they do business. For us to go through a government operation, 
naturally I think that some of these difficulties are very natural. I 
don’t know much about how some of the governmental technicalities 
work, and vice versa, so we both have our difficulties. 
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Senator HicKENLOoprER. Suppose your group and the German group 
said, “We want to settle this thing among ourselves today.” Is there 
any legal prohibition against your doing it? Could you do it? 

Mr. Gomory. W ell, inasmuch as the foreign exchange resources of 
Germany are under the supervision of the Allied High Commission, 
and the Allied High Commission, American section, was under the 
supervision of the American Government, and inasmuch as the three 
governments imposed a foreign exchange restriction on the Allied 
High Commission to supply foreign exchange to anybody without 
their consent, we couldn’t have, I guess, gotten any foreign exchange, 
because the American Government wouldn't have let us. 

Senator HicKenLoorer. You have answered my question. You can’t 
move. I think it is very simple now. You must work within this 
agreement in order to get the unfreezing of the funds and the credits 
to pay your accounts approved, 

Mr. Gomory. That is correct, sir. 

Senator HickenLoorer. I understand. Thank you very much. 

Senator Smrrxu. Is Mr. Herbert F. Boynton, member of the United 
States Committee for German Corporate Dollar Bonds, here? 

Will you be seated, Mr. Boynton. I gather your statement will 
give us your background for the record. 


STATEMENT OF HERBERT F. BOYNTON, MEMBER OF THE UNITED 
STATES COMMITTEE FOR GERMAN CORPORATE DOLLAR BONDS, 
ACCOMPANIED BY GANSON PURCELL, MEMBER AND GENERAL 
COUNSEL OF THE COMMITTEE, AND LADD THURSTON, SECRE- 
TARY OF THE COMMITTEE 


Mr. Boynton. It will, I have it here in typewritten form. It has 
been submitted to the staff of your committee. With me is my fellow 
committee member and counsel to the committee, Mr. Ganson Purcell, 
and the secretary of the committee, Mr. Ladd Thurston. 

My name is Herbert I. Boynton. I live in Duxbury, Mass. I was 
for many years engaged in the investment banking business and was 
in 1947 chairman of the board of governors of the National Associa- 
tion of Security Dealers. I am one of three members of the United 
States Committee for German Corporate Dollar Bonds. The other 
two members are Ganson Purcell, formerly Chairman of the Securities 
and Exchange Commission, now in legal practice in Washington, 
D. C., and Beardsley Ruml, former chairman of the Federal Reserve 
Bank in New York and now a director in several corporations. Mr. 
Ruml had hoped to be here, but the fact that he hasn’t arrived I 
assume means that his other engagements prevented his being present. 

I appear here as spokesman for the committee to explain its part in 
the German debt settlement program and to urge Senate ratification 
of the agreement on German external debts. On behalf of the 
committee, I wish to thank you for permitting me to appear. 

Initially I would like to explain the nature of the committee’s 
organization—how it got started—what it does. 


ORGANIZATION OF U. 8. COMMITTEE FOR GERMAN CORPORATE DOLLAR BONDS 


The committee was formed at the request of the State Department. 
On February 26, 1952 the Department sent letters to Messrs. Purcell 
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and Ruml and myself requesting that we form a Committee to repre- 
sent the interests of holders of German corporate dollar bonds at an 
international conference to be held in London starting on February 
Y8,1952. This conference confined its consideration to debts of promi- 
sors located in the present Federal Republic of Germany and the 
Western sectors of Berlin. 

The committee was formally organized on March 1, 1952. While 
inaugurated at the invitation of the State Department, it was to 
serve as a private and independent organization. Its initial fune- 
tion was to represent the interests of holders of German corporate 
dollar bonds at the London Conference, its duties being to make 
recommendations and to assist in the negotiation and drafting of 
proposals to form the basis of an international agreement covering 
this category of Germany’s prewar external debts. 

\s the committee's representative, I immediately flew to London 
to attend the conferences then getting under way. Thereafter, until 
the conclusion of the London Conference in August, 1952, one or more 
of the members of the committee were in attendence. This repre- 
sented the first stage of the committee’s activity. I will describe the 
second phase hereafter. 

At the London Conference the committee was concerned with only 
one particular category of debts. As you know, there were several 
American groups in attendance at the conference representing differ- 
ent creditor interests. 





BONDS PAYABLE IN GERMAN CURRENCY 


The committee was asked to represent only the interests of holders 
of German corporate dollar bonds which were not guaranteed by the 
German government or any political subdivision thereof. These 
were bonds payable in dollars originally issued in the United States 
by German corporations, banks, churches and other private instru- 
mentalities located in the territory of the Federal Republic of Germany 
and the Western sectors of Berlin. Bonds payable in German cur- 
rency, whether issued here or in Germany were not within our 
compass 

Senator Smirn. Did that apply to other committees too? Were 
bonds payable in German currencies the concern of these other com- 
mittees that appeared be fore us today? 

Mr. Boyn'ron. That I can’t say, sir, unless it is conceivable, although 
I know of no such case, that there may have been some bonds payable 
in sterling, in reichsmarks or some other thines which were issued in 
this country. 

Senator HickenLoorer, There were some payable in gold marks of 
dollar equivalent, weren't there ? 

Mr. Born'ron. Not many that we have heard of. 

Senator HickeENLooper. Were there some payable in gold ¢ 

Mr. Boynron. There were very few of them that I know of. It may 
be in an on that they were payable in gold the equivalent of 


a dollar or so many reichsmarks the equivalent of a dollar. 
Senator HickeNvoorer. That is wh at I mean. 
Mr. Boynron. But in theory and in fact they were payable in dol- 


lars, and issued under trust liaadasien of American banks as trustees. 
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and distributed outside of Germany. ‘Those are the ones that we 
know of. 

The fact that this was an international conference and that we ran 
into debts owed to England, Holland, Switzerland and so forth where 
there were many issues that were denominated in reichsmarks, 
whether actually sold in countries outside Germany, makes me hesi- 
tate to say there were none other than that. There may have been 
some in the United States, but none come to my mind immediately. 

Senator Smirn. The purpose of my question was to try and get on 
the record a clear distine — between those two types of bonds that 
apparently were covered by these different committees and the kind 
of bonds that were testified to this morning by Mr. Kaufman. They 
seem to be in somewhat of a different category, and yet as an Ameri- 
can citizen he suffered a loss on those bonds. 

Mr. Boy NToN. The Secretary of State’s letter to us asked us to 
deal with bonds issued in dollar form. Now in the case of Mr. Kauf- 
man this morning, that I should say was some sort of governmental 
obligation, and therefore was only of interest to our committee as it 
affected any overall settlement and the amount available for the dis- 
tribution among all categories of debt. 

Senator Smiru. Thank you. 

Mr. Boynron. The Foreign Bondholders Protective Council repre 
sented holders of German Government, state and municipal bonds. 
In addition, the council represented holders of corporate bonds which 
were guaranteed by the German Government or one of its political 
subdivisions. 


JURISDICTION OF COMMITTEE FOR GERMAN CORPORATE DOLLAR BONDS 


Virtus lly all of the bonds within the committee’s jurisdiction were 
originally issued between the years 1925 and 1930. During this period 
some 51 German corporations, banks and churches sold in the United 
States approximately $685 million worth of bonds in about 72 separate 
issues. These bonds, as I have indicated, were payable in dollars at 
various fiscal agents located in the United States. 

Until the last half of 1933 interest payments on these bonds were 
generally met. About this time, however, difficulty began to be en 
countered in obtaining foreign exchange transfers from the German 
Reich. Holders of coupons maturing during the last 6 months of 
1933 in most cases were offered only 50 percent in dollars and the 
remaining 50 percent in reichsmarks. By the last half of 1934 hold 
ers of maturing coupons received no payment in dollars whatsoever 
but were offered an exchange of 3 percent funding bonds issued by 
the so-called conversion office for German foreign debts, a Reich 
agency. Holders of coupons maturing on most of these external 
dollar bonds after January 1, 1937, received neither dollar payment 
nor an alternative exchange, and accordingly virtually all of the 
bonds had been in default since 1937. 

I might mention here that the default, as our committee looked at 
it, was the failure to pay dollars when due. We did not accept or 
consider as acceptable an offer made by the conversion office nor any- 
one else of less than those dollars. Some of the bondholders may have 
accepted that, and to that extent have lost their claim for interest 
during those periods, but our committee has held that there was no 
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obligation on their part to accept them, and we do not propose to 
release the German debtor because of such an offer having been made. 

[It was thus apparent that it would not only be necessary to bring 
about resumption of interest payments on the outstanding prince ipal 
amount at the conference, but also to deal with a large obligation 
constituting arrears of interest, and I think so far as the ‘bonds in this 
country are concerned, that is approximately 19 years. 


OUTSTANDING PRINCIPAL AMOUNT OF NONGUARANTEED GERMAN 
CORPORATE DOLLAR BONDS 


In approaching the debt settlement program, one problem was to 
obtain an estimate of the outstanding principal amount of non- 
guaranteed German corporate dollar bonds falling within the com- 
mittee’s jurisdiction. Due to the length of the per iod these bonds had 
been in default considerable variation existed in the available esti- 
not Probably a fair estimate of the principal amount of these 
bonds presently outstanding, excluding accrued interest, is between 
$90 and $100 million owed by debtors in the Federal Republic of 
Germany and the western sectors of Berlin. 

Incidentally, I know of no way to be accurate on that until the 
validation period is ended. That is the only way we can tell how many 
bonds are outstanding and how much bac ‘k interest is to be paid. 


AGREEMENT TERMS AFFECTING NONGUARANTEED CORPORATE DOLLAR BONDS 


The terms of the agreement affecting nonguaranteed corporate 
dollar bonds arrived at in London were embodied in the agreed recom- 
mendations for the settlement of medium and long-term German 
debts resulting from private capital transactions, contained in annex 
LI of the Agreement on German External Debts. The essential terms 
are as follows: 

Principal: No reduction. 

Factually there is no reduction in the expressed amount of dollars. 
All these bonds were originally payable in gold of the weight and 
fineness existing for the dollar at the time of issue. 

The fact that there was a reduction in the amount of gold per dollar 
of 42 percent does not affect the face value of the bonds, but it was 
brought out earlier, I think in one of the conferences, that in Europe 
and in international affairs it is not universally held to be a rule 
euding all settlements, so factually there has been a reduction of 
the claim that the bondholder had against Germany of approxim: itely 
12 percent in principal amount. I would rather like to bring that out 
because I have heard a great deal about the fact that the private 
creditor gets ever Fike. and the government creditor gets cut. It is 
not quite ares ta ‘that w: ay. 

Senator Hickentoorer. The same thing happened in this country 
when the dollar was devalued. 

Mr. Bornron. That is quite true, but it is quite interesting, for 
example, abroad that recent decisions even in some countries which 
we consider rather bankrupt they are paying in gold. 

Interest arrears: Two-thirds of the total arrears of interest accrued 
through December 31, 1952, are to be funded and added to the prince i- 
pal. That in effect depending upon the interest rate is a reduction of 
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approximately $600 for every $1,000 bond as against the creditor’s 
original actual claim. 

Future interest rate: The new principal amount is to be serviced at 
a rate of interest equal to three-fourth of the existing rate. The new 
rate, however, is not to exceed 514 percent nor be below 4 percent 
except that the existing rate is to be paid where it is less than 4 percent. 

Maturity: The due date is to be extended from 10 to 25 years from 
January 1, 1953, depe nding on the nature of the debtor’s business and 
its present financial situation. 

Amortization: An amortization payment of 1 percent per annum 
is to commence January 1, 1958, increasing to 2 percent per annum 
January 1, 1963. 

To what amount one would care to say that was a reduction of 
the creditor’s claim I wouldn’t guess—wouldn’t want to make a 
statement. It depends upon the rate of interest, and is close to 50 
percent. 

HARDSHIP CLAUSE 


Next are hardship cases. These terms establish a range within 
which final offers of settlement are to be made by individu al German 
debtors to the bondholders. It was recognized, however, that in some 
cases the debtor would not be in a position to make an offer of settle- 
ment on terms as favorable as those outlined above. Accordingly, the 
agreement contains a hardship clause which allows for special acljust- 
ments which may be required in light of particular circumstances 
affecting a debtor. Howeve ane are few debtors which are expected 
to fall in this category. 


TERRITORIAL JURISDICTION OF FEDERAL REPUBLIC OF GERMANY 


A number of the prewar German debtors are beyond the territorial 
jurisdiction of the Federal Republic of Germany, being located either 
in Soviet-controlled East Germany or within the Russian Zone of 
Berlin. No settlement affecting the debts of such corporations was 
possible and they are beyond the coverage of the present agreement. 
There are approximately nine debtors which appear to fall in this 

category. However, in the case of some of them, os ir obligations 
may have been guaranteed by obligors now located in West Ger- 
many. It may, therefore, be possible to obtain some ‘eta from, 
such guarantors. 

It is also true, gentlemen, that there are some German corporations 
with assets in East Germany as well as West Germany. We hope 
their assets and earnings in West Germany will be sufficient to permit 
the resumption of their debt. 

Due to the fact that the city of Berlin remains under four-power 
control, it was not possible to reach conclusive agreements at the Lon 
don Conference affecting the debts of public utilities located in and 
controlled by the city of Berlin. 

The settlement of debts of such public utilities are to be deferred 
until such time as negotiations for their settlement are considered to 
be practicable by the Governments of France, the United Kingdom, 
the United States, and Germany. There are two debtors which may 
fall within this category. 
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NEGOTIATIONS BETWEEN DEBTORS AND CREDITORS 


Now I come to the second phase of the Committee’s activities. 

It was agreed in London that each German debtor corporation would 
submit an offer of settlement, conforming to the agreed-upon terms, 
to a representative of the creditors in order that it might be reviewed 
and approved before being offered publicly to the bondholders. These 
offers were required to provide for acceptable maturity dates and for 
adequate security with protective provisions satisfac tory to the credi- 
tors. In cases where the initial offer of the debtor did not appear 
satisfactory, it was agreed that negotiations would be undertaken be- 
tween the creditors’ representative and the debtor in order to establish 
acceptable terms of an offer. Incidentally, that offer was to have 
been made and is to be made before the 30th of June of this year. 

The question then arose as to what organizations should serve as 
creditors’ represents atives. It was agreed that the committees and 
organizations whose delegates participated in the London Conference 
as representatives of the various creditor groups should, subject to the 
ap yproval of their governments, act as creditors’ representatives or be 
authorized to appoint appropriate representatives to so act in the final 
phase of the debt settlement program. 


UNDERTAKING RESPONSIBILITY TO REPRESENT BONDHOLDERS 


In accordance with this provision of the agreement, the State De- 
partment wrote the Committee on September 26, 1952, approving the 
arrangements bv v hich the Committee would undertake the responsi 
bility either itself to represent the bondholders in the negotiations of 
individual settlement offers by the German debtors or to appoint credi- 
tors’ representi itives to so act. Incident: ally, if we do appoint eredi- 
tors’ representatives, we must get the approval of the State De part 
ment as to the individual or individuals and have them acceptable to 
our State De ‘partment, 

It bee mes cer yy of the ¢ ‘omn \ittee to revie W the debtor’s offe rT ¢ f 
ettlement and if, in its opinion such offer is not fair and reasonable 
to the « cites § it : shall either negotiate cliree ‘tly with the debtor for 
Improvement and change or appoint some experienced person or per- 
sons properly qualified to carry on such negotiations under our gen- 
eral supervision, and I should add such pe rsons are subject to approval 


by our State Department. The Committee is required only to recom- 
mend such an offer of settlement to the bondholders: it has no author- 
ity to obligate a creditor to accept. The decision to accept or reject 


left ent irely to the bondholder himself. 
ARBITRATION AND MEDIATION COMMITTEE 


In connection with the negotiation of final offers of settlement to 
be submitted to bondholders, annex II provides that in cases where 
the debtor and the creditors’ representative cannot reach agreement 
on terms of an offer, the dispute may be submitted to an Arbitration 
and Mediation Committee established in accordance with the annex. 
Our Committee in such a case is obliged to recommend the acceptance 
by a creditor of any plan of settlement decided upon by the Arbitration 
Committee. A creditor does not have to accept such an offer unless 
he sees fit. 
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Whenever a debtor fails to make an offer of settlement, the creditors’ 
representative may take legal action against it in a German court. 
In such a proceeding the debtor is precluded from pleading hardship 
and the court, when establishing the terms of the offer of settlement, 
is required to prescribe the earliest maturity date provided for under 
the annex. 

ROLE OF TRUSTEES 


We were quite anxious that we should have associated with us in 
our negotiations the trustees, because we felt that they perhaps as 
well as anyone represented the bondholders, and belonged in the 
picture if they were willing to undertake that responsibility. 

The agreement provides that the trustees of the bond issues, are 
to be informed of the terms of offers of settlement submitted by the 
debtors to the Committee for its approval. The trustees may partici- 
pate in any arbitration proceeding respecting bond issues for which 
they are trustees, and may initiate arbitration proceedings with respect 
to any aspect of an offer to which they may have objection. 


EXPENSES INCURRED BY COMMITTEE 


The agreement provides that the German debtors will bear the 
expenses incurred by the Committee, including reasonable compensa- 
tion, both in connection with its activities at the London Conference 
and its duties in connection with negotiations for final offers of settle- 
ment with individual German debtors. 

We hope thereby to avoid the imposition of assessments on the bond- 
holders themselves. At the present time we do not anticipate that 
it will be necessary for the bondholders to bear any expenses incurred 
by the Committee. However, the agreement does not preclude the 
assessment of some charge against the bondholders in cases where no 
alternative method of payment is possible. There I should add this 
must be approved in turn by the State Department before we can 
make such an assessment. 

Senator Smirn. Have the Germans offered much resistance to that ? 

Mr. Boynton. We didn’t give them much chance. In the first meet- 
ing we had, we presented them with a statement of six points. The 
last point was that all expenses should be paid. They denied the first 
five points, but they let the sixth one go, and I never knew quite why, 
but anyway that is what happe ge 

The only question came up, sir, as to whether they would be charged 
reasonable expenses. When we worked out the arrangement for the 
ap a of creditors’ representatives, the. Committee itself being 
approved by our State Department in undertaking the job, and it 
being provided in annex II that its expenses should be reasonable, 
and that the Germans were not called upon to pay any expenses unless 
they paid them either to the Committee itself, acting as representative 
or creditors’ representatives, they then felt that that was all right. 


FUNCTIONS OF ARBITRATION AND MEDIATION COMMITTEE 


There is also a provision in the agreement which states that in 
case in the opinion of the debtor the expenses are high, he may appeal 
to the Arbitration Committee for arbitration and settlement as to 
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whether they are or are not reasonable. The Arbitration Committee 
consists of one member from the United States, one from Great 
Britain, one from Switzerland, one from Holland, and four from 
Germany. It also has the right to appoint a ninth member in any 
case where it appears necessary. ; 

Senator Smirn. Did you have any great amount of difficulty in 
working this out ? 

Mr. Bornron. We hope that we will never have to have an Arbitra- 
tion Committee operate. 

Senator Smirn. That is what I mean. 

Mr. Boynton. If all goes well, we won’t. There may be some sit- 
uations, hardship cases and so forth, where the Germans will think 
we are unreasonable in our requirements. Weare given to understand 
that of the 50, or thereabouts, different corporations, probably 80 
percent of them are solvent and can provide us with the necessary 
security and can continue to pay their interest, subject to the ability 
of transfer which, under our agreement, is guaranteed, as you know, 
by the German Government. 


RECENT ACTIVITIES OF COMMITTEE FOR GERMAN CORPORATE DOLLAR BONDS 


Annex IT requires each German debtor to submit its offer of settle- 
ment to the Committee on or before June 30, 1953. On May 4, the 
Committee addressed letters to each debtor within its jurisdiction, 
calling attention to the submission date and requesting compliance 
with it. An extensive questionnaire form, in English and German, 
was enclosed with the letters. The questionnaire form calls for de- 
tailed information concerning the present financial situation of the 
debtor to enable the Committee properly to evaluate the offer of 
settlement. 

The United States Committee for German Corporate Dollar Bonds 
has worked with representatives of the German Government, the 
United States Government, other foreign governments, United States 
trustees, the Foreign Bondholders Protective Council, counsel for 
German corporations, and holders of German bonds during the 15 
months of its existence. We have participated, as I have said, in 
the intergovernmental negotiations and discussions at London that 
extended for a period of months. We went over a large number of 
proposals and counterproposals, draft and redrafts, preliminary and 
final copies. As our representative I was a member of the steering 
committee in London, moreover, which took me into discussion which 
covered the entire range of the debt settlement. 

In addition, since the London Conference we have gone over va- 
rious parts of the settlement plan with representatives of the United 
States trustees under the original bonds. We have had many sessions 
with representatives of German debtors and have handled a large 
volume of correspondence with holders of the defaulted bonds and 
their representatives. We have examined the validation law and 
are acquainted with the procedures proposed to be set up under it. 
We have examined and discussed German legislation which will be 
necessary to make the settlement plan work. We have in addition 
discussed and worked out, subject of course to the ratification of 
this treaty by the United States Senate, a plan of settlement of the 
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dollar bonds issued by the United States Works of Diisseldorf, Ger- 
many. This settlement had to be arrived at on a pro forma basis 
last winter so that its terms would be developed simultaneously with 
the working out of the decartelization program for that company 
pursuant to Allied High Commission Law No. 27. 

We have thus been directly and intimately connected with the de- 
velopment of the plan of setttlement of German debts that your com- 
mittee has before you. With this background our Committee feels 
that it can say to you that it has reviewed the final agreement on 
German external debts and believes that it is fair, just, and equitable 
to the bondholders and provides a workable pattern for the ultimate 
disposition of the debts with which it is concerned. 

Senator Smirn. Are you speaking of the group which you repre- 
sent, or of the whole picture? 

Mr. Boynton. The whole thing. 

Senator Smirn. Are you speaking of the other committees also? 

Mr. Boyron. Yes. We were, in the course of our negotiations in 
London, of course, conversant from day to day through general meet- 
ings with the progress being made by committees representing other 
kinds of debt, and the rather verbose statement on the page before 
was to point out to you that we felt we had wide knowledge of the 
entire program, the work that was done and the problems that were 
met, and we now feel, and want to go on record as saying, we believe 
it is fair just, and equitable to the bondholders and provides a work- 
able pattern for the ultimate disposition of the debts with which it is 
concerned, 

URGING RATIFICATION 


The Committee anticipates that it will be able to recommend to 
American bondholders that they accept the final offers of settlement 
which are worked out under the debt settlement program contained 
in the treaty. We therefore urge that the treaty be ratified. 

I might mention here that the date of June 30, was arrived at 
almost a year ago. It was assumed then the treaty would have been 
ratified, and so that date was put in. The quic ‘ker it is ratified, the 
less delay we will have in getting dollars to our bondholders. 

We also urge that this be done as expeditiously as possible. <As I 
have indicated, the treaty requires each individual German corporate 
debtor to submit to the Committee an offer of settlement for its re- 
view on or before June 30. While we hope the German debtors will 
comply with this submission date, no sanctions, of course, will be 
available to compel them to do so until such time as the treaty is ratified 
and made effective. 

I shall be happy to answer any questions which you may have con- 
cerning the treaty as it affects German corporate dollar bonds 
concerning this Committee and its activities. Thank you. 

Senator SmitH. The last statement you made in the previous para- 
graph implies that after the treaty is ratified, that they expect you 
would have some sanctions available to compel action on their part. 

Mr. Bornron. We would. We would have the right to sue them 
in their courts. They have agreed and we have the right to go after 
them through the German Government, to insist that they live up to 
their agreements. 
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We hope that we won't have to do that, but it appears to us that there 
is very considerable heavy artillery available in order to force an offer 
of settlement from any corporation now in existence. 

Senator Smirn. Do you think the treaty gives you that so-called 
artillery where you wouldn’t have it without the treaty ? 

Mr. Boynvon. I think the agreement included in the treaty gives 
us that artillery, and the fact that it is a treaty is of course helpful 
in the strength and position that the bondholders’ representatives have 
in dealing with the debtors, it seems to us. 


COMMENTING ON CLAIMS OF MR, ERIC G. KAUFMAN 


Senator Ssrrn. Did you hear Mr. Kaufman’s testimony this 
morning? 

Mr. Boynton. I did, sir. 

Senator Smrra. Have you any comment to make on the class of 
bonds to which he was referring, to so-called reichsmark bonds ? 

Mr. Boynton. I thought, from what I know, that what Mr. Rogers 
had to say was probably quite accurate, that the bonds developed, so 
far as I know, and again, I am not an expert on that point, through 
the sale of assets or received income in Germany—I have never seen 
one of the bonds, and so far as I know we have never had any corre- 
spondence about them, and it runs up into about a thousand bond- 
holders—we have never had any mention of them. 

I had rather assumed that if there were such outstanding, most of 
them were held abroad, because the American holders in many cases 
saw fit to liquidate and they could do so either by selling the bonds 
directly to Germans—at a discount, of course, at the market price— 
wr to the Swiss or other people over there. It was a surp rise to me 
when I learned there were some bonds held in this country. 

There are, under the annexes, very clearly written arrangements 
for gold mark bonds and Reich bonds with a gold clause, bonds issued 
and properly considered as outside of Germany, a foreign issue so 
far as the Germans are concerned. It would seem to me that if his 
position is quite clear and the statement is made, that his bonds are 
definitely outside of Germany and he can sustain proof that they con- 
tain in fact if not a written gold clause, the equivalent of a gold 
clause—I am not a lawyer, sir, so I can’t answer that—it would seem 
to me that he should be reasonably protected. 

If, on the other hand, it is an isolated case of a group of bonds which 
have been acquired in some way or other which were originally issued 
internally, I think the question might arise there as to whether he 
had a good case. I think circumstances have a great deal to do with 
it, and that I do not know. 

Senator Smirru. While they were not originally issued for external 
sale, they were issued for internal consumption in Germany, and it was 
possible they would get into foreign hands. 


GERMAN PREWAR FOREIGN AND INTERNAL DEBTS 


Mr. Boynton. Then as I understand the terms of reference of the 
conference at London, it confines itself to prewar foreign debt, and 
for that reason should not or does not include prewar internal debt. 

I am saying foreign debt from the German angle, outside of Ger- 
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many, not inside of Germany. That was the terms of reference under 
which the Tripartite Commission called the conference. Whether 
that limits any rights under internal debt held by an outsider, I don’t 
know. 

I know in the discussions—and I was in London in October when 
we were having discussions with the Germans as to gold marks and 
reichsmarks with gold clauses and what constituted outside of Ger 
many and what constituted inside and so forth—that there are num 
erous tests which were mentioned. 

There were numerous lists that were presented to us by the Ger 
mans of bonds which they considered reichsmark and gold mark 
bonds, held outside of Germany, of a foreign character, and those 
things were all discussed very carefully. It would seem to me it is 
quite essential that Mr. Kaufman establish quite clearly just where 
he would fit, and if he can maintain his position that these are reichs- 
mark bonds with a gold clause, of a foreign character, I think he would 
have a reasonable eng ther pt to make reasonable collection. 

If they are internal bonds, it is my understanding that they are not 
part of the debt dealt with at ‘the conference, and what rights he has 
are subject to German law and not to ours. 

Senator Smrrxn. I asked the question since Mr. Kaufman is here 
and he has heard this discussion. 

My thought is, that since Mr. Kaufman has heard this discussion, 
he should prepare a statement from his own background and his own 
position supplementing his previous statement, to meet some of the 
points made here. I think that would be proper for the committee 
to have such a statement to consider. 

Mr. Boynton. I should say so, very definitely. If his position is 
as it appears from his statement, it would seem to me that there was 
a certain amount of background for what he is asking. May I add 1 
or 2 statements. 


INFORMING BONDHOLDERS OF DISCUSSIONS AND NEGOTIATIONS REGARDING 
SETTLEMENT 


Yesterday, the discussion came up as to making available and ad- 


vising the bondholders as to settlement and thereby preventing them 
getting gypped out of their bonds. Immediately upon our return 
from Germany last fall and the completion of the ndon conference, 


not the completion of the debt conference but as far as the private 
debtors were concerned at the London conference, we prepared 
memorandum which we reported in the newspapers was available for 
anyone who was interested, summarizing the terms of the conference 
and listing the bonds which we thought were covered, asking that 
people who owned those bonds, if they had additional questions, to get 
in touch with us. 

We did everything we could to see to it that that was distributed, 
and I am told we have distributed approximately 10,000 copies. This 
was done last October and November so that to that extent we have 
tried to advise 

Senator Smiru. Would you leave those for the inspection of the 
committee. We won’t put them in the record, but we would like to 
have them for the committee. 

Mr. Boynton. We will be very glad to give them to you, sir. 
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Senator Smirn. Mr. Boynton, I appreciate your statement. Have 
you any further comment ¢ 
Mr. Boynton. I think not, unless there is some question that you 
care toask me. ‘Thank you, sir. 
Senator Smiru. Mr. Parker McCollester. Mr. McCollester, I 4 
understand from the heading on this statement of yours, that you 
represent the Mixed Claims C ommission. Is that correct 
Mr. McCouxestrr. That is correct, 
Senator SMITH. Wal paxgeonndl 4 ‘ 


STATEMENT OF PARKER McCOLLESTER, REPRESENTING 
COMMITTEE ON BEHALF OF AWARD HOLDERS 


Mr. McCouuester. Mr. Chairman, I have handed to the staff, which 
you have before you, a memorandum which goes, in some detail, into 
the historical background of the phase of the settlement dealing with 
the mixed-claims bonds, for two reasons. 

First, because the historical background is somewhat complicated, 
and, second, because the settlement of these bonds involves a separate 
bilateral agreement between the United States and Germany, along 
with the general overall debt settlement which is before you for ratifi- 
cation, and it seemed, therefore, that it might be helpful to the com- 
mittee to have in the record before it at some length the background 
of these mixed-claims bonds. 

I would like to ask, Mr. Chairman, that my statement be included 
in the record, and then I would like to make a few oral remarks in 
addition, if I may. 

Senator Smiru. That will be done. We will put it in the record, 
and then you may comment. 

(The prepared statement submitted by Mr. McCollester is as 
follows :) 





STATEMENT SUPPLEMENTING TESTIMONY OF Mr. PARKER MCCOLLESTER 


MEMORANDUM CONCERNING AGREEMENT BETWEEN THE UNITED STATES AND THE 
FEDERAL REPUBLIC OF GERMANY RELATING TO THE INDEBTEDNESS OF GERMANY 
FOR AWARDS MADE BY THE MIXED CLAIMS COMMISSION, UNITED STATES AND 
GERMANY, SIGNED AT LONDON OF FEBRUARY 27, 1953 


I. PRELIMINARY STATEMENT 


(A) The indebtedness of Germany to which this portion of the settlement relates 

That portion of the settlement under this heading concerns the indebtedness of 
Germany evidenced by the so-called Mixed Claims bonds issued by Germany pur- 
suant to the bilateral agreement of June 23, 1930 between the United States and 
Germany for the amounts owing by Germany upon the unsatisfied awards of the 
Mixed Claims Commission, United States and Germany, entered on behalf of 
United States nationals. 
(B) The Committee on Behalf of Awardholders 

On February 4, 1952, a meeting was held in Washington under the auspices of 
the State Department and the Treasury Department, to which were invited all 
private holders of unsatisfied awards of the Mixed Claims Commission, United 
States and Germany. At that meeting of the private awardholders, a commit- 
tee was selected to cooperate with the Government departments and with the 
Tripartite Commission on German Debts in the forthcoming negotiations regard- 
ing settlement of the indebtedness of Germany, insofar as they concerned Ger- 
many’s indebtedness for unpaid awards of the Mixed Claims Commission, United 
States and Germany, on behalf of American nationals and Germany’s obligation 
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under the agreement of June 23, 1930, and the Mixed Claims bonds issued pursu- 
ant thereto evidencing such indebtedness. 

This committee designated me as its principal delegate to the London Confer- 
ence and I was accredited by the State Department as such. With members of 
the committee I attended the London Conference and participated in the nego- 
tiations, particularly concerning the settlement of Germany's indebtedness on the 
awards of the Mixed Claims Commission, United States and Germany, confirmed 
by the agreement of June 23, 1930, and evidenced by the oustanding 1980 Mixed 
Claims bonds. 


(C) The purpose of this memorandum 


This memorandum is submitted on behalf of the committee, to supplement my 
oral testimony urging ratification of the agreements to give effect to the settle 
ment, including a bilateral agreement between the United States and the Federal 
Republic of Germany relating particularly to the phase of the German debt 
settlement concerning the Mixed Claims bonds and the awards of the Mixed 
Claims Commission, United States and Germany. It is the purpose of this memo- 
randum to give to the Committee on Foreign Relations certain background 
information regarding this latter aspect of the settlement which is in addition 
to the material contained in the reports covering the German debt settlement as 
a whole. It is hoped that this additional material will be helpful to the com- 
mittee in its deliberations, and will further demonstrate the desirability, in the 
interest of the United States and its citizens, of ratifying and making effective 
the terms of the debt settlement. 


II. HISTORICAL BACKGROUND 


(A) The Mived Claims Commission and its awards 


Pursuant to the Treaty of Berlin, made August 25, 1921 (42 Stat. 1939), the 
United States entered into an executive agreement with the German Government 
dated August 10, 1922, establishing the Mixed Claims Commission, United States 
and Germany, to adjudicate the many claims of United States nationals and of 
the United States against Germany for damages suffered through the acts of the 
German Government prior to and during World War I. That Commission sat as 
an international tribunal which heard and adjudicated the claims, rejecting 
many, and reducing the others to judgments or awards for definite amounts. 


(B) Return of German assets 


At the time the Mixed Claims Commission was created the United States had 
in its possession a large amount of German assets * which had been seized at the 
outbreak of the war, pursuant to the Trading With the Enemy Act (40 Stat. 411) 
approved October 6, 1917. By the Treaty of Berlin between the United States 
and Germany ratified November 14, 1921 (42 Stat. 1939), it was agreed between 
the United States and Gormany that these German assets should be held by the 
United States to assure satisfaction of the awards of the Mixed Claims Com- 
mission on the claims of American nationals. During the 1920's, however, this 
Government, which had adopted and was then pursuing a policy of promoting 
the economic recovery of Germany, concluded that the return of these assets to 
Germany would be an important step in aiding Germany’s economic advance 
and would also be consistent with the view of this Government, at variance with 
that of Great Britain and France, that the assets of the citizens of a foreign 
country, even though an enemy country, should not be availed of to satisfy the 
obli ations of their government to this country and its citizens. At the same time, 
as will be shown more fully later in this memorandum, it was expressly recog- 
nized that the return of the pledged German assets might involve very definite 
responsibilities of our Government to its own citizens if this return of pledged 
assets resulted in loss to American citizens. 


1 There have been various estimates and appraisals of the total amount of German assets 
which were sequestered. At the hearings on the so-called Winslow Act, H. R. 13496 (42 
Stat. 1511), it was stated by the Alien Property Custodian that “the approximate amount 
of property taken over under the first Alien Property Custodian, Mr. A. Mitchell Palmer, 
amounted in round figures, to $600 million” (hearings before House Committee on Inter- 
state and Foreign Commerce, 67th Cong., p. 4). The report of the Alien Property Custodian 
for 1932 showed that the Alien Property Custodian at one time or another held alien prop 
erty totaling in value $686.119.996 (Report of APC for 1932). It is impossible from the 
APC’s reports to determine just what proportion of this total were German assets. How- 
ever, in 1922 the Alien Property Custodian held German assets of at least $270 million 
and in addition the Government also held German ships, radio stations and other assets 
whose valne was later determired by the War Claims Arbiter to be over $86 million (hear- 
ing before House Committee on Interstate and Foreign Commerce on H. R. 13496— Winslow 
Act of 1923. 67th Cong., pp. 22, 23). 


851382—58——-11 
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In pursuance of the policy described, the Congress, by the Winslow Act of 
1923 (42 Stat. 1511) and later and more fully by the Settlement of War Claims 
Act of 1928 (45 Stat. 254), provided for the return to Germany of the greater 
part of the German assets which it had been holding to assure payment by 
Germany of the awards. All but a small portion of these assets were returned 
to Germany. In lieu of these good German assets which would have been more 
than sufficient to satisfy the awards in full, the United States took the unse. 
cured promise of Germany to pay the awards. 


(C) The 1930 agreement and Mixed Claims bonds 


Germany’s promise to pay the awards of the Mixed Claims Commission was 
thereafter embodied in a bilateral agreement between the United States and 
Germany dated June 23, 1930, entered into with congressional authorization. 
It was provided in the agreement that as evidence of the promise to pay, Germany 
should issue to the United States its bonds, each for a face amount of 20,400,000 
reichmarks but payable in gold dollars, falling due on September 1 and March 1 
of each year until 1981, subject to a further provision that Germany’s obliga- 
tions under the agreement should cease and all remaining bonds should be can- 
celed and returned to Germany as soon as all of the payments contemplated by 
the Settlement of War Claims Act of 1928 should have been completed. 


(D) Germany's default 


After three installments Germany defaulted upon these bonds, as it did upon 
the Dawes and upon the Young bonds issued by Germany at about the same 
time. 

The final result was that having returned to Germany good German assets 
ample to satisfy Germany’s obligations upon the awards of the Mixed Claims 
Commission in favor of nationals of this country and the United States itself, 
and having taken in lieu thereof Germany’s promise embodied in the 1930 agree- 
ment and Germany's bonds, this Government was left with defaulted German 
bonds and a small remnant of German assets which had not yet been returned 
but which represented only a fraction of the amount of Germany’s indebtedness. 


(E) The German special deposit account 


The Settlement of War Claims Act of 1928, besides providing for the return of 
most of the remaining German assets which were to have been held to assure 
payment of the awards of the Mixed Claims Commission in favor of American 
nationals, had also provided for the creation in the Treasury of a so-called Ger- 
man special deposit account, for the deposit in this account of proceeds from 
the sales of a few remaining German assets, of payments to be received from 
Germany, and of certain other funds, and for the payment from this German 
special deposit account, in installments, as and when funds should become 
available therein, and according to a list of priorities specified in the act, of 
the amounts due to those in whose favor awards had been or should be made 
by the Mixed Claims Commission with interest on the unpaid portions thereof, 
and of certain amounts to various other parties described in the act, including 
eertain Germans. Pursuant thereto payments in full were made to certain 
award holders, partial payments only were made to the holders of larger awards, 
and substantial payments were made to Germans. Following Germany’s de- 
fault the Congress in 1934 adopted the so-called Harrison resolution barring 
further payments to Germans so long as Germany remained in default. How- 
ever, by 1942 in accordance with the priorities set up in the settlement of War 
Claims Act of 1928, Germans were next in line for payment so that the small 
remnants of the proceeds of German assets still remaining were not available 
for further payments on account to the American award holders. 


(Ff) Public Law $75 


The situation remained thus until 1947. At that time, recognizing the predica- 
ment of American nationals whose awards would have been paid had the German 
assets not been returned to Germany and been replaced by German bonds upon 
which Germany had promptly defaulted, the 80th Congress, after hearings and 
a report disclosing the facts which have been recited, enacted Public Law 375, 
approved August 6, 1947. This law amended the priorities in the Settlement of 
War Claims Act, 1928, to place the American awardholders ahead of Germans. 
It thus made possible and, in effect, directed the application of the small amount 
of German assets remaining to payment on account of the awards and of Ger- 
many’s indebtedness evidenced by the defaulted mixed claims bonds. Thereby 
some $8,000,000 was made available and paid to the American awardholders, 
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III, THE PROPOSED SETTLEMENT 


(A) The amount owing as to which settlement is proposed 


As of December 31, 1951, there remained due from Germany on account of te 
awards for the benefit of the American nationals and evidenced by the defaulted 
mixed claims bonds, a total indebtedness of $103,758,733.03.? 


(B) Terms of settlement 


The proposed terms of settlement of this indebtedness as set forth in annex I 
to the London Agreement are results of long and extensive negotiations at the 
London Conference during 1952 between representatives of the United States 
and representatives of the American awardholders on the one hand, and repre- 
sentatives of the German Government on the other, and retlect compromises of 
various conflicting factors. The settlement of Germany’s debt on the Mixed 
Claims awards and bonds constitutes an integral part of the overall definitive 
settlement of Germany’s external public debt. 

As provided in the settlement, the Federal Republic of Germany undertakes to 
make 26 annual payments to the United States, in the amounts of $3,000,000 a 
year for the first five years, $3,700,000 a year for the next five years, and $4,000,000 
a year for the final 16 years, or a total of $97,500,000 over the 26-year period. 
Germany is prepared to make the first payment immediately. The payments are 
in fixed amounts without interest in addition, except that in the event of failure to 
pay any installment when due interest will be paid thereon from due date to date 
of payment. The payments to be made will supersede payments which the former 
German government contracted to pay annually under the agreement of June 
23, 1930, and a pro rata portion of the bonds issued to the United States under 
that agreement will be surrendered in exchange for the new bonds being issued 
representing the 26 payments to be made as stated above. The present value of 
the 26 payments to be made under the proposed new agreement, calculated at the 
3%% interest rate specified in case of default, is approximately $60,000,000, or 
about 60% of the total amount now payable on the awards. 


IV, SPECIAL REASONS FOR RATIFICATION 


Apart from the considerations which justify and call for ratification of the 
several agreements in order to make effective the debt settlement as a whole, 
there are special reasons for ratification with regard to the mixed claims bonds 
to the end that the proposed bilatera] agreement with Germany relating thereto 
may become operative and bind#ig upon Germany. These reasons flow from the 
obligations to the awardholders resulting from the return to Germany of German 
assets which were to have been held by the United States to assure payment 
of the awards and which if they had been so held and used would have long 
since afforded full payment of the awards. 

At the time when with the approval of Congress these German assets were 
returned before the awards had been satisfied, respohsible ¢ fiicials of the Govern- 
ment publicly recorded that this action carried an obligation on the part of the 
United States Government to make other provisions for the payment of the 
awards because, as the Secretary of the Treasury (Mellon) said in a press release 
under date of April 19, 1926: 

“If the private German property is returned to its former owners, the security 
of the American claimants for the payment of their claims by Germany, is taken 
away by act of the United States.” (Hearings, p. 410, Subcommittee on Ways 
and Means, H. R. 10820, 69th Cong.) 





2 Of this total amount as it appears on the books of the Treasury Department, approxi- 
mately $40,357,498.82 is listed as principal and $63,401,284.31 is denominated interest. 
This large proportion of interest as compared with principal is, however, a bookkeeping 
matter and is due to the fact that, contrary to the usual rule whereby installment payments 
are applied first to discharge accrued interest and only the balance, if any, to reduce the 
principal of a debt, the provisions of the Settlement of War Claims Act, 1928, specifying 
the order of priorities in which payments from the German Special Deposit Account should 
be made, originally required that payments should be applied to principal unti] S0 percent 
of principal of the awards should be paid and only thereafter should be applied to accrued 
interest. Had the usual practice been followed the total amount unpaid as of December 
31, 1951, would have appeared on the Treasury books as approximately $152,300.000, of 
which about $91,800,000 would be principal and $60,500,000 interest. It was, therefore, 
agreed at the London Conference that in the settlement concerning the mixed claims bonds 
it would not be proper or equitable to adjust downward the factor of accrued interest 
as it appears on the Treasury books to the extent that adjustment was made in the accrued 
interest factor of various other debts. 
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To the same effect, the Secretary of the Treasury in a letter of the same date 
to the President stated: 

“To release the security without providing for the payment of American private 
claims would be in effect to avoid confiscation of German private rights by the 
confiscation of American private rights.” (S. Doc. No. 99, 69th Cong., p. 2.) 

On December 6, 1926, President Coolidge, in his message to the Congress trans- 
mitting the budget for the fiscal year 1928, outlined the new policy in relation to 
Germany, including the proposal to return German assets, and then said: 

“If the policy I have just mentioned is right, as I believe it to be, then the cost 
of its adoption must be borne by the whole people and the policy cannot be 
affirmed at the sacrifice of the rights of only a part of the people—the American 
claimants against Germany. The alien property is pledged for the security for 
the payment of American claims. If the United States deprives American claim- 
ants of their security, it can only do so fairly if it substitutes for this security 
practical assurance of the ultimate payment of the America’ claimants.” 

In a further message to the Congress the next day (December 7, 1926), the 
President said: 

“As this property is security for the claims of our citizens and our Govern- 
ment, we cannot relinquish it without adequate provision for their reimburse- 
ment. * * * If our Government releases to foreigners the security which it 
holds for Americans, it must at the same time provide certain safeguards for 
the meeting of American claims.” (H. Doc. 483, 69th Cong., p. 16.) 

Certainly in the circumstances, now that at long last the Government of the 
Federal Republic of Germany proposes to undertake payments on account of 
the debt of Germany to the United States for the benefit of the awardholders, 
the least that can be done, consistently with the pronouncements which have 
been quoted, and many others to the same effect, and as an important step toward 
the fulfillment of what is due to the awardholders, is to ratify the agreements 
so that the contractual promise aiid notes of the Federal Republic of Germany 
will become effective and binding upon it, and constitute some measure of the 
“practical assurance of the ultimate payment of the American claimants,” which 
President Coolidge in 1926 declared necessary. 

To the extent that the Federal Republic thereafter fulfills its new contractual 
obligation and pays when due the notes provided for therein, to that extent will 
the obligation to the award holders which arose not only under the awards and 
the 1930 agreement and notes but from the return of the German assets be dis- 
charged by Germany so that no longer, again to quote the President, need it 
“be borne by the whole people” or constitute a ‘fsacrifice of the rights of only a 
part of the people—the American claimants against Germany.” 


CONCLUSION 


It is submitted that the German debt settlement as a whole and the particular 
settlement above described with regard to Germany’s indebtedness on the awards 
of the Mixed Claims Commission and the agreement and bonds of 1930 are in the 
interest of the United States and its citizens and that, therefore, the Senate 
should give its advice and consent to the ratification of the several agreements 
embodying and giving effect to the settlements. 

Respectfully submitted. 

PARKER McCOoLLESTER 
(For the Committee on Behalf of Award Holders), 
LorD, Day & Lorp, 
Of Counsel. 
JUNE 17, 1953. 


NATURE OF AMERICAN AWARD HOLDERS COMMITTEER 


Mr. McCouester. Mr. Chairman, I am a lawyer. My name is 
Parker McCollester and I am a member of the firm of Lord, Day & 
Lord, at 25 Broadway, New York. 

I am before you as the spokesman or representative for the commit- 
tee which has been referred to in the London proceedings as the 
American Award Holders Committee, concerning Mixed Claims 


bonds. 








A 
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First, if I may, I would like to deal very briefly with the nature of 
that committee. It is an entirely informal and ad hoc committee 
which was brought into being at the suggestion or request of the 
State Department to assist the American members of the Tripartite 
Commission, particularly in dealing with the Mixed Claims aspect 
of the debt settlement. 

The committee came into being in this way. The Treasury Depart- 
ment has a complete list of the award holders whose awards are not 
yet satisfied. It acts, as I will explain briefly, presently, somewhat 
in the capacity of a disbursing agent and ta hab with regard to the 
award holders, and therefore has this list, and it is my understanding 
from this list an invitation was sent to all the award holders listed 
thereon, some 175, to attend a meeting here in Washington on the 
ith of February of last year. 

A considerable representation Was present at that meeting, and 
after the purpose of the meeting was explained, the Government rep- 
resentatives withdrew and those present for the award holders organ- 
ized, quite informally, this committee to act for them and to seleet 
a spokesman to appear in their behalf at the London Conference to aid 
the American Government representatives over there. 

I was selected by the committee as their principal delegate or 
spokesman. Then the names of the committee thus selected at that 
meeting and my name as delegate or spokesman were notified to all 
on the Treasury Department list, all the award holders, and, so far as 
I know, there was no objection even to me, so I went to London. 

Senator Smiru. You didn’t expect any objection to yourself, did 
you? 


WITNESS’ COMPENSATION RELATIVE TO LONDON CONFERENCE 


Mr. McCouurster. Well, I hoped for the best, and it materialized. 

I went to London, I would say, also, Mr. Chairman, under an 
arrangement financially speaking for compensation fixed fee, a matter 
which did not depend on the outcome of my efforts over in London. 

Various members of the committee, more or less in rotation, depend- 
ing upon their other engagements, ap pea ired to cooperate during the 
course of the London meetings, from time to time, but I was there 

with minor interruptions throughout the entire session, and I will 
say it lasted much longer than I anticipated in agreeing upon the fixed 
fee. 


INDEBTEDNESS ON MIXED CLAIMS BONDS 


Now, Mr. Chairman, the indebtedness which was settled, we hope 
will be settled, is what is called indebtedness on Mixed Claims bonds, 
and to come to that first, I would say this: That in 1930 Germany 
and the United States entered into a bilateral agreement by which 
Germany undertook to pay the awards entered, or to be entered, by 
what was called the Mixed Claims Commission, United States and 
Germany. 

That Commission had heen set up to adjudicate claims of the United 
States citizens against (rerman \ for damage and loss « ‘used prin- 
cipally by acts of sabotage. and bv seizure of properties by the 
Germans, prior to and during World War I. To a large extent the 
losses were caused before the United States was at war with Germany, 
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and they included, as you will recall, Mr. Chairman, Black Tom 
explosion, destruction of the Lehigh Valley piers and so forth. 

By this agreement of June 23, 1930, Germany undertook to pay 
these awards, and as evidence of its obligations, issued bonds, the 
Mixed Claims bonds, which were to be payable in semiannual install- 
ments over a long period of years until the total amount of the awards 
should have been satisfied, and also of certain other obligations which 
devolved upon Germany. 

Germany defaulted after paying only three of these installments. 
Now, as of December 31, last, 1952, Germany’s indebtedness on account 
of the amounts due for these awards to the awardholders was approxi- 
mately $104 million, and that was the debt, this aspect of the debt, 
which is involved in the settlement. 


PRESENTING CLAIMS TO GERMANS 


secause of the bilateral agreement and the bonds represent nomi- 
nally obligations between Germany and the United States, the 
representative of the State Department presented a claim to the 
Germans at the London Conference, the United States acting on be- 
half of its citizens, and it was my function to cooperate with Mr. 
Kearney, who acted as the State Department representative ‘in 
presenting the claims to the Germans. 


NEGOTIATED SETTLEMENT 


The settlement that we negotiated out of this indebtedness of 
approximately $104 million was to this effect: The Federal Republic 
of Germany agrees, on account of this indebtedness, by the bilateral 
agreement which is before you for ratification, and which you will 
find at page 139 and following of the Senate document relating to the 
matter in hearing today, by that agreement Germany undertakes 
to make payments in inst: allments over a per iod of 26 years at the rate 
of $3 million a year for the first 5 years, $3,700,000 a year for the next 
5 years, and $4 million a year for 16 years, or a total of $97,500,000. 

Those are flat payments without interest, and interest is to be paid 
only if there is a default on an installment, and it is to run on that 
installment from the date of default to the date of payment at the 
rate of 33, percent. 

On the basis of that rate of interest of 334 percent we have roughly 
computed—and I do not pretend to be an accountant that can give 
an accurate figure on that point—that the present value of the pay- 
ments called for by the settlement will be in the vicinity of $60 million. 
That is the present value. 

Germany is to issue its bonds in a form which is provided in the 
proposed bilateral agreement which is before you, for the install- 
ments, and these bonds are to run to the United States. Payments of 
the bonds are to be made in American dollars to the United States, 
and will be disbursed by the United States to award holders. 


PARTICULAR ASPECTS OF THE SETTLEMENT 


Now, Mr. Chairman, that is the settlement in its essential terms, 
but T would like to say a little further as to particular aspects of this 
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settlement. I should say first, that the bilateral agreement provides 
that it will become effective upon the becoming effective of the overall 
settlement agreement, so that on behalf of the award holders, we are 
interested in the overall agreement becoming effective so that the 
bilateral agreement may also become effective, but we are also inter- 
ested in the ratification of the overall agreement on the much broader 
grounds that we believe that it is a reasonable settlement and is in the 
interests of the United States to restore proper relations with 
Germany. 

There are applicable to the Mixed Claims indebtedness certain other 
reasons for ratification which I would very briefly present to you, and 
‘which go back somewhat into history. 

At the time the arrangement was made for the Mixed Claims Com- 
mission to adjudicate these claims of American citizens against Ger- 
many, the United States Government held German assets which had 
been seized under the Trading With the Enemy Act during the First 
World War. These assets were in several hundred millions of dollars. 

Then the United States obtained the agreement of Germany in the 
Berlin Treaty that these assets should be held, might be liquidated 
and used to assure payment of the awards of the Mixed Claims Com- 
mission made, or thereafter to be made. Had that been done, had 
these assets thus been used by our Government as the British Govern- 
ment. and the French Government used German assets which they had 
seized during World War I, the awards would have long since been 
paid in full, because the assets exceeded the amounts of the awards. 

However, in the 1920’s as you will recall, Mr. Chairman, the United 
States endeavored to restore the economic condition of Germany. As 
a part of that, the Dawes and Young loans were stimulated and the 
United States Government at that time conceived that the return of 
these German assets to Germany would be an important measure in 
promoting the economic recovery of Germany. 

Also, after having obtained Germany’s agreement through the Ber- 
lin Treaty to liquidate and use these assets, the United States authori- 
ties at that time had somewhat of a change of heart and considered 
that it was not in accordance with the policy of this country to use 
the property of private citizens of another country, even an enemy 
country, to defray the obligations of that enemy country. 

Now, for these two reasons, as the records clearly show, the German 
assets were returned to Germany. It was recognized by the adminis- 
tration when that occurred that the United States was returning se- 
curity which it was holding, so to speak, in trust for the American 
citizens award holders, and that if they suffered because Germany, 
with the German assets returned to it, then failed to pay the awards, 
that the United States would owe a responsibility to its own citizens. 

In my memorandum I have quoted several statements by members 
of the Cabinet and by President Coolidge at that time, and I would 
refer you, Mr. Chairman, at the moment particularly, to a quotation 
on page 12 where President Coolidge, discussing this policy of pro- 
moting the recovery of Germany and the return of German assets, 
pointed out—— 
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PROCEDURE 


Senator Smrrn. May I interrupt for just a minute. That is a 
quorum call on a vote for a bill that is pending in the Senate. I will 
have to go in a couple of minutes. 

Mr. McCouuesrer. I will ask you to read that thing, Mr. Chairman, 

Senator Smirn. You can file this statement and have this all in 
the record, or if you want to stay here until I come back, you may. 
I want to ask Mr. Kaufman to file with the committee a statement 
that he wants to make. 

Mr. Rogers. May we also file a brief memorandum ? 

(The memorandum referred to above, appears at the end of this 
volume. ) 

Senator Smirn. You may, indeed. I want to get the whole record 
igs Lamia if I may, and I apologize for this situation today, but it 
so happens with the Korean crisis and with the other things going 
on, we are really in a difficult situation so far as the committee is 
concerned. I want to be sure now that we have got the record com- 
plete as to your statement as well as to these other groups. 


URGING RATIFICATION 


Mr. McCouuesrer. I would only add this, my statement being in 
the record, Mr. Chairman: That you will see that when the Federal 
Republic of ey indicated a willingness to assume the obliga- 
tions of the German Reich, it was in the interest of the United States 
that among the obligations thus to be assumed and to be settled was 
the obligation to pay the indebtedness of Germany on these awards, 
and to the extent that Germany lives up to its new promise to pay, 
to that extent will be satisfied whatever obligation the United States 
owed to its citizens, the awardholders, when it turned back to Ger- 
many as a part of the national policy, the assets which it would have 
paid those awards in full with. 

In other words, if Germany will pay, then to that extent the burden 
of that national policy doesn’t rest upon the awardholders alone. It 
is discharged, so that it was incumbent, and the State Department 
so recognized, to obtain Germany’s agreement to pay the obligations 
and to settle the obligations represented by the awards, and that is 
the settlement and that is, I think, a further reason for ratification 
of the bilateral agreement. because without ratification that obliga- 
tion is not binding on Germany. 

If the United States shall decide not to ratify, then it is once more 
as a matter of national policy not doing what we think is owed to 
the awardholders to satisfy their claims, and ratification of the bi- 
lateral agreement will not be effective without ratification of the over- 
all agreement. 

Just in conclusion, Mr. Chairman, may I say, during the long 
period of the London Conference, I, for one, gained a very definite 
impression that the United States representatives there, the members 
on the Tripartite Commission and their staff did everything that 
could reasonably be done to protect the interests of American citizens 
and of the United States vis-a-vis Germany and vis-a-vis all of the 
other creditor countries that were involved in that very complicated 
settlement. 








AGREEMENTS WITH THE FEDERAL REPUBLIC OF GERMANY 165 


I think it would be disastrous if the treaty should not be ratified. 
I think it would place the United States at a great disadvantage and 
its citizens, in relation of other countries newer to Germany. I hope 
you will ratify it. 
COMMITTEE PROCEDURE 


Senator Smiru. Thank you very much. In closing this hearing 
I wish to make this observation. 

The only person who has appeared in opposition is Mr. Kaufman, 
and I want Mr. Kaufman to file his full statement with the committee 
on the points raised by these various witnesses. 

I understand two other individuals have filed statements questioning 
portions of the agreement, and those statements have already been 
included in this record. 

Senator Smirn. We have tried, as far as we could, in holding these 
hearings, to give everyone an opportunity to be hea 7 so I hope no 
one feels he has been neglected in the conduct of these hearings. 

Mr. Kavrman. How much time will I have to file this statement? 

Senator Smiru. How much time do you want ? 

Mr. Kaurman. Three or four days, at least. 

Senator Smiru. I think that is all right. Get it filed early next 
week, will you, preferably Monday of next week, or Tuesday. 

Mr. Kaurman. Tuesday or Wednesday. 

Senator Smiru. Let it be Tuesday of next week. It will appear 
at the end of our record. It is very important that we report the bill 
as soon as possible. 

The meeting stands adjourned. 

(Whereupon, at 5 p. m., the committee adjourned. ) 

(Additional statements submitted to the committee :) 


SUPPLEMENTARY STATEMENT OF THE FOREIGN BONDHOLDERS PROTECTIVE COUNCIL, 
Inc., 90 BroAp STREET, NEw YorK CITY, RE KONVERSIONSKASSE REICHSMARK 
BoNpDs 


The konversionskasse issued in the United States a number of bonds denomi- 
nated in dollars, which will be settled in dollars under the London agreement. 
The konversionskasse also issued, in Germany, its 3 percent reichsmark bonds 
in settlement of interest and amortization due on internal obligations held by 
foreigners, including United States citizens. These reichsmark bonds were 
payable in Berlin. They were in all respects internal obligations in Germany, 
except that many of them were held by nonresidents of Germany, and except 
that the German Government in 1935 had assured the holders of these bonds 
that they would receive foreign exchange for the interest and principal thereof. 

This was one of the many reichsmark obligations held by nonresidents in 
Germany which came up for consideration at the London Debt Conference. The 
Foreign Bondholders Protective Council was not immediately concerned in the 
discussions of the reichsmark obligations because it limits its jurisdiction to 
obligations issued in the United States and payable in dollars. The main 
problem in connection with reichsmark obligations was the German devaluation 
of 1948, at which time Germany adopted a new currency, the deutschemark, and 
converted reichsmarks into deutschemarks at the rate of 10 reichsmarks equals 
1 deutschemark. The foreign holders of reichsmark obligations contended that 
this devaluation should not apply to them, but only to residents of Germany. 
As chairman of the creditors’ committee, Mr. Rogers, president of the Foreign 
Bondholders Protective Council, saw to it that this problem was fully discussed, 
not only among the creditors, but with the government representatives present 
at the London conference. Following these discussions, the governments involved 
concluded that the German currency reform should apply to all internal reichs- 
mark obligations, whether held by residents or nonresidents of Germany, unless 
they had a gold clause or a foreign character such as having been issued and 
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sold outside of Germany. On the basis of the policy so established, the Ameri- 
can holders of German 3 percent reichsmark bonds, because they were issued 
in Germany and payable in Germany, become subject to the 1 to 10 devaluation 
of the currency reform law. However, we understand that where the previous 
German Government has given assurances to the holders of these bonds that 
they will be serviced in foreign exchange, this assurance will be respected by 
the present German Government. 


ADDITIONAL STATEMENT SUBMITTED BY Mr. Ertc G. KAUFMAN 


A SUPPLEMENT TO THE PROTEST AGAINST THE PROPOSED SETTLEMENT FOR KoONn- 
VERSIONSKASSE REICHSMARK BONDS IN THE AGREEMENT WITH THE FEDERAL 
REPUBLIC OF GERMANY TO THE HEARING ON JUNE 18, 1953. SUBMITTED TO THE 
COMMITTEE ON FOREIGN RELATIONS, UNITED STATES SENATE 


Mr. Chairman, members of the committee, I received permission to answer 
upon the statements of other witnesses especially on the testimony given by 
Mr. Rogers, president of the Foreign Bondholders Protective Council, Inc., with 
reference to the konversionskasse reichsmark bonds (conversion office reichs- 
mark bonds). 


I 


Mr. Rogers apparently has admitted that he is not fully aware of the legal 
character of the knonversionskasse reichsmark bonds, but he then proceeded 
to cover up this deficiency by a statement that those bonds originating from 
investments payable in reichsmark including rents on leases may have been 
received while being a resident of Germany as internal reichsmark obligations. 

I want to have it clearly understood that this new argument is irrelevant, 
discriminatory, and repugnant. The London settlement wants to create a fair 
and equitable solution of the claims of all American private creditors. It was 
never thought and cannot be brought in accordance with the principle of our 
Constitution, that the United States of America is going to ratify an interna- 
tional compact which is to protect only born and not naturalized citizens. 

1. Nobody, including myself, has received and could receive these bonds while 
being a resident of Germany. The name of the Conversion Office for German 
Foreign Debts itself expresses that such bonds were issued only to foreign 
creditors. Under the law, as quoted in my statement, only persons outside Ger- 
many were allowed to own such bonds. A German resident actually did not 
need such bonds, because he would have received his money directly and un- 
conditionally. 

My own bonds were received in the same way as the many other and I believe 
many thousands of American citizens, born Americans, have received them. My 
investigations have revealed that the konversionskasse reichsmark bonds were 
mostly received in the Middle Western States and in all States where people 
of German descent are living. I am informed that millions of such bonds are 
held in New York and that those bonds were actively traded by the millions in 
the New York market up to the time the war broke out. 

2. Although I am legally representing only my own substantial interests, I 
am also speaking for all other American bondholders of such issue similarly 
situated, no matter whether born or naturalized citizens. I do so with the 
full knowledge of many of such bondholders, but without receiving any fees 
or any compensation for all the work up to date. This is in sharp contrast 
to the other witnesses appearing before the committee, who as professional 
creditor representatives with the approval of the Department of State receive 
$1.25 from every bond collecting under the settlement, but without having any 
financial interest or risk as creditors themselves. The difficulties to collect sim- 
ilar fees from the holders of konversionskasse reichsmark bonds may have 
prompted the professional representatives to refuse to include such bonds into 
their efforts. 

3. The origin of the Konversionskasse reichsmark bonds, to which Mr. Rogers 
refers, proves not the internal character of the bonds but on the contrary the 
external character. This external and “specific foreign’ character has been 
recognized even by German delegates to the London conference. 

The bonds were actually given for mature transfer claims from the German 
into foreign currency, recognized by the Germans themselves, like all conversion 
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office bonds not for property in Germany but only for the yields of such. For 
such reason, that they originated and represented mature and recognized claims 
for transfer into foreign currency the creditors in other countries except America 
received for the same claims bonds in sterling, Swiss francs, Swedish crowns 
etc., which in the London agreement were not devaluated but 100 percent 
protected. 

The bonds were mailed by the German Reichsbank upon order of the con- 
version oftice—for the payments made to it by the debtor for transfer—directly 
to the American creditor. Payment against the coupons was consequently col- 
lected here through the banks, brokers, etc. With reference to such collection, 
I hereby submit in evidence attached original letter from Carl Marks & Co., 
Inc., one of the leading foreign securities specialists in New York. 

Since the specific character of such bonds is not in doubt, it cannot be ques- 
tioned that the claims resulting from the present title to such bonds are external 
German debts in the hands of American creditors worthy to be protected under 
the debt agreement. 

4. Mr. Rogers and other organizations have testified that they do not know 
who and where the creditors are and where the bonds are held which they 
protect. I have been informed that substantial amounts and possibly large 
percentages of the total amounts of German dollar bonds outstanding are being 
held abroad and it is public knowledge that the German dollar bonds are being 
actively traded abroad. That means that German dollar bonds held by non- 
Americans are represented here as American claims and are given the ad- 
vantages which are being bought with the American gift of $2 billion. On the 
other hand, the actual American creditors of the Konversionskasse reichsmark 
bonds are not protected at all, although they themselves as taxpayers suffer 
through the same gift of $2 billion. 

5. The amounts of the Konversionskasse reichsmark bonds outstanding were 
published in the statements of the Conversion Office for German Foreign Debts 
in the German Gazette (Reichsanzeiger) of March 20, 1945, as of December 
31, 1944, and of March 22, 1945, as of February 28, 1945, as being about 80 
million marks). The figures given by the Germans to the London conference 
are said to be about 65 million marks. At the rate of exchange at the time of 
issue this amounts to $26 million to $32 million. Prior to such publications 
many more of such Konversionskasse reichsmark bonds were outstanding. One 
could arrive at a lower figure only by applying either the opposed and dis- 
criminatory conversion rate of 10: 1 or any other unjustified calculation unknown 
to me, 


II 


I want to use the opportunity to correct two answers which I gave in the 
testimony: 

(a) Under “implication” as used in my statement was meant that the inten- 
tion to provide the equivalent to a gold clause is to be deducted from the cir- 
cumstances for all Konversionskasse reichsmarks in general. For the Konver- 
sionskasee reichsmark bonds such intention follows not only from the general 
terms for all Konversionskasse reichsmarks and from the analogy to the express 
terms of the Konversionskasse sterling, Swiss franes, etc., bonds issued for 
identical reichsmark payments, but in addition was also manifested by explicit 
and direct words in German statutes, in the proclamation and in the actual 
performance of the bond service by the German authorities. 

(b) The amount of $50,000, which I mentioned, was an approximate figure 
only. Caleulated at the rate of exchange ruling on the date of issue of the 
bonds, the amount may be even higher. 


Cart MarKs & Co., INc., 
New York, N. Y., March 9, 1958. 
Mr. Eric G. KAUFMAN, 
802 West 190th Street, New York 38, N. ¥. 

Dear Str: In reply to your recent letter regarding payment of interest on 
3 percent Konversionskasse fuer Deutsche Auslandsschulden (Conversion Office 
for German Foreign Debts) reichsmark (funding) bonds and reichsmark (fund- 
ing) “Neue Ausgabe’, please be advised that coupons from the above loans 
were cashable in Germany in “free reichsmark”, convertible into United States 
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funds at the official rate of exchange of approximately $0.40 (40 cents) for 
each 1 reichsmark or at roughtly 214 reichsmark per dollar, and that this method 
of settlement was available to American holders up to the time of our entry 
into the war. 

In order to obtain such payment, the coupons had to be presented abroad 
together with the then required forms, affidavits, and/or declarations concern- 
ing nonenemy ownership, ete., of the bonds from which said coupons had been 
clipped. 

Yours very truly, 
Cart Marks & Co., INc. 


LETTER CORRECTING TEXT OF AGREEMENT AS PRINTED IN THE SENATE DOCUMENT 


JUNE 22, 1953. 
Hon. ALEXANDER WILEY, 
Chairman, Committee on Foreign Relations, 
United States Senate, 

My Drar SENATOR WILEY: Reference is made to the Agreement on German 
External Debts which, together with certain related agreements, was transmitted 
by the President to the Senate on April 10, 1953, for advice and consent to ratifica- 
tion. The text of the Agreement on German External Debts, together with the 
annexes and appendixes, is contained in Senate Documents Executives D, EB, F, 
and G, 83d Congress, Ist session (pp. 19-134). This agreement was executed 
in three original texts in the English, French, and German languages, respectively, 
as provided in article 38. The signed copies of the agreement are held by the 
Government of the United Kingdom of Great Britain and Northern Ireland, as 
depository government, as contemplated in article 35 of the agreement. 

The Department has been informed by the Government of the United Kingdom 
that in preparing the English text of the agreement for signature a phrase was 
omitted from paragraph II (b) of annex V (p. 111 of the Senate document). 
The correct text of this subparagraph is as follows, the omitted phrase being 
italicized : 

“(b) the Federal Government agrees to assume liability for payment in the 
due currencies to the foreign creditors of 60 per cent of the sums paid into the 
Konversionskasse by debtors in Austria, France, Belgium and Luxemburg in 
respect of which the foreign creditors have not received foreign exchange or 
been otherwise satisfied; and” 

Che above omission in the text of annex V to the agreement is not considered 
significant, and it is not contemplated that the original signed text of the agree- 
ment will be amended. It is understood, however, that the signatory govern- 
ments, in dealing with annex V, will take into consideration that the English 
text of paragraph II (b) should read as quoted above. 

It is requested that this letter be inserted in the record of the hearings on the 
agreement. 

Sincerely yours, 
JAMES W. RIDDLEBERGER, 
Director, Bureau of German Affairs 
(For the Secretary of State). 


Subsequent to the hearings, the committee received a letter from 
the Foreign Bondholders Protective Council, regarding testimony on 
page 121 of this volume. The pertinent parts of that letter follow, 
as well asthe statement enclosed in the letter. 


LETTER FROM FOREIGN BONDHOLDERS PROTECTIVE CouNCIL, INC. 


The council’s practice of restricting its activities to dollar bonds could be 
further clarified by reference to the statement of policy which was adopted 
during the first days of the council and given wide publicity in printed state- 
ments, which were distributed at the direction of the council during its early 
years. The statements were designed to inform the public of the purpose of 
the council and the scope of its activities. 
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A copy’ of one of the statements, dated May 16, 1938, is enclosed and its first 
two paragraphs are the following: 

“The council is a private, membership corporation, with no capital stock. 

“Its purpose is to assist in safeguarding the interests of all American holders 
of foreign public dollar bonds, issued or guaranteed by foreign governments or 
subdivisions thereof, which now total some $5,558,000,000 with over $2,000,000,000 
in default.” 

Wide distribution was given to these printed statements which set forth the 
fundamental policies of the council during those years. It was made abundantly 
clear that the council intended to restrict its activities to dollar bonds issued 
or guranteed by foreign governments and publicly offered in the United States. 

During the life of the council the question of its representing other than dollar 
bonds has been under consideration on numerous occasions, but this basic policy 
has remained intact. 





1The copy of the statement is in the file of the committee 





